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ORDER OF REFERENCE 


| THURSDAY, ‘May 1 12 25,1008: 


REPORT TO THE HOUSE 


WEDNESDAY, June 1, 1955 


: The Standing Committee on Banking and Commerce begs leave to present 
_ the following as its 


FIFTH REPORT 


B. Your Committee has considered Bill No. 258, An Act to amend the 
_ Municipal Grants Act, and has agreed to report the said Bill without 
> amendment. 


Your Committee considered certain proposed amendments to Clause 6 of 
the said Bill, but as these amendments would result in an increased charge 
upon the public, your Committee is of the opinion that it has no option, under 
the Rules of the House and the terms of its Order of Reference, but to report 
the said Clause without amendment. Your Committee would, however, rec- 
ommend that the Government give consideration to the advisability of intro- 
ducing the following amendments to Bill No. 258: 


For Clause 6 substitute the following: 


6. Section 8 of the said Act is repealed and the following ree 
stituted therefor: 


8. (1) A grant may, pursuant to this section, be made to a 
municipality in respect of real property that is 
(a) owned by Her Majesty in right of Canada, 


(b) leased to or occupied by a person who is an employee of Her 
Majesty in right of Canada or a member of the Canadian Forces, 
and 


(c) is used by such person as a domestic establishment. 


(2) Subject to sub-section (3) the amount of a grant made pur- 
suant to this section shall not be greater than a fraction of the accepted 
value of the property in respect of which a grant may be made under | 
this section, such fraction to be determined as follows: 


(a) the numerator is the total amount of the real estate tax levied in 
the appropriate tax year, and 


(b) the denominator is the assessed value of all taxable precerts in 
the municipality. 


(3) Where in preparing its budget for any tax year a municipality 
has not taken into account the amount of a grant that may be paid 
under this section the denominator of the fraction referred to in sub- 
section (2) shall be the assessed value of all taxable property and the 
accepted value of the property in respect of which a grant may be made 
under this section in the municipality. _ 

(4) The Minister may, in determining the amount of a grant 
under this section, deduct from the amount that might otherwise be 
payable an amount that, in his opinion, represents the value of a 
service that would customarily be furnished by the municipality to the 
property in respect of which the grant is made and that Her Majesty 
does not accept in respect of that property. 


4) 


6 | STANDING COMMITTEE 


(5) No grant shall be made under this section in respect of — 
(a) property in respect of which a grant has been made under section 5, 
(b) property described in sub-paragraph (iv) of paraeie (c) of 
section 2, or 
(c) property in respect of which a real estate tax has set levied on 
a person described in paragraph (b) of sub-section (1). 
(6) In applying paragraph (a) of section 2 to this section, the 
words “federal property” shall be construed as meaning property in 
respect of which a grant may be made under this section. 


9. A grant may be made to the City of Ottawa in an amount that, in the 


opinion of the Minister, is ‘a reasonable compensation for the expenses in- 


curred by that City in furnishing services to the property referred to in sub- 
paragraph (vi) of paragraph (c) of section 2. | 

10. The Governor in Council may make regulations to provide, out of 
moneys provided by Parliament, grants to municipalities, other than cities, 
towns or villages, in amounts that, in the opinion of the Minister, represent 


the expenses incurred by the municipalities by reason of the existence of 


federal property within or near their borders. 
A copy of the evidence adduced is appended hereto. 
All of which is respectfully submitted. 


DAVID A. CROLL, 
Chairman. 


(Note: The First to Fourth Reports inclusive dealt with Private Bills in 


respect of which verbatim evidence was not recorded.) 
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MINUTES OF PROCEEDINGS | 


Room 497, 
TUESDAY, May 31, 1955. 


The Standing Committee on Banking and Commerce met at 10.30 o’clock 


z a.m. this day. Mr. David A. Croll, the Chairman, presided. 


ee en oe Ce 
oe x , * - ff . 


Members present: Messrs. Applewhaite, Balcom, Cannon, Crestohl, Dumas, 


' Fleming, Fraser (St. John’s East), Fulton, Hanna, Henderson, Huffman, Hunter, 
' Low, Macdonnell (Greenwood), Mitchell (London), Philpott, Richardson, 


Robichaud; Tucker and Weaver. 


In attendance: The Honourable Walter E. Harris, Q.C., Minister of Finance; 
and the following officers of the Department of Finance: Messrs. J. J. Deutsch, 


_ Assistant Deputy Minister, R. M. Burns, Special Assistant, D. H. Clark and 


C. H. Blair, officers of the Municipal Grants Division. 
The Committee commenced consideration of Bill No. 258, An Act to amend 


_ the Municipal Grants Act. 


On motion of Mr. Fraser (St. John’s East), 

Resolved,—That the Committee print 750 copies in English and 200 copies 
in French of its Minutes of Proceedings and Evidence in respect of Bill No. 258, 
An Act to amend the Municipal Grants Act. 

Mr. Harris made a statement on the Bill pointing out the additional 
benefits that would accrue to the municipalities concerned as a result of the 
proposed revision of the existing Act. 

Thereupon, a discussion arising as to the advisability of calling representa- 
tives of the Canadian Association of Mayors and Municipalities to attend and 
give evidence on the said Bill, 

Mr. Fleming moved: : 

That the Canadian Association of Mayors and Municipalities be invited 
to attend before this Committee and submit its views in relation to the revision 
of Bill 258. 

After discussion, and the question having been put, the said motion was 
resolved in the negative. 

Mr. Harris was examined on his statement and the provisions in the Bill, 
Mr. Deutsch answering questions specifically referred to him. 

Mr. Harris tabled the following document: 

List of grants made to municipalities in the fiscal year 1954-1955 
under section 5 of the existing Act. . 

Ordered—That the said document be incorporated in this day’s evidence. 

The Committee then commenced a clause by clause consideration of the 


said Bill, 


Clauses 1 to. 5, inclusive, were severally considered and adopted. 
On Clause 6, Mr. Harris tabled the following proposed amendments: 
For Clause 6 substitute the following: 
6. Section 8 of the said Act is repealed and the following substituted 
_ therefor: } 
8. (1) A grant may, pursuant to this section,.be made to a munici- 
pality in respect of real property that is 
(a) owned by Her Majesty in right of Canada, 
(b) leased to or occupied by a person who is an employee of Her 
Majesty in right of Canada or a member of the Canadian Forees, and 
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(c) is used by such person as a domestic establishment. 

(2) Subject to subsection (3) the amount of a grant made pur- 
suant to this section shall not be greater than a fraction of the accepted 
value of the property in respect of which a grant may be i under 
this section, such fraction to be determined as follows: 

(a) the numerator is the total amount of the real estate tax pa mn 
the appropriate tax year, and . ¥ 

(b) the denominator is the assessed value of all taxable property in the 
municipality. 

(3) Where in preparing its budget for any tax year a municipality 


has not taken into account the amount of a grant that may be paid under - 


this section the denominator of the fraction referred to in subsection (2) 
shall be the assessed value of all taxable property and the accepted value 
of the property in respect of which a grant may be made under this 
section in the municipality. 

(4) The Minister may, in determining the amount of a grant 
under this section, deduct from the amount that might otherwise be 
payable an amount that, in his opinion, represents the value of a service 
that would customarily be furnished by the municipality to the property 
in respect of which the grant is made and that Her Majesty does not 
accept in respect of that property. 

(5) No grant shall be made under this section in respect of 
(a) property in respect of which a grant has been made under section 5, 
(b) property described in subparagraph (iv) of paragraph (c) of section 

2: OF. 

(c) property in respect of which a real estate tax has been levied on a 

person described in paragraph (b) of subsection (1). 

. (6) In applying paragraph (a) of section 2 to this section, the 
words “federal property” shall be construed as meaning property in 
respect of which a grant may be made under this section. 

9. A grant may be made to the City of Ottawa in an amount that, 
in the opinion of the Minister, is a reasonable compensation for the 
expenses incurred by that City in furnishing services to the property 
referred to in subparagraph (vi) of paragraph (c) of section 2. 

10. The Governor in Council may make regulations to provide, out 
of moneys provided by Parliament, grants to municipalities, other than 

cities, towns or villages, in amounts that, in the opinion of the Minister 
represent the expenses incurred by the municipalities by reason of the 
existence of federal property within or near their borders. 


After discussion on the said proposed amendments, the Chairman informed 
the Committee that as the proposed amendments involved an increased charge 
upon the public, the Committee was not competent to amend the said clause 
but that a recommendation would be included in the report to the House recom- 
mending the proposed amendments. ; 

The propdssed amendments were adopted in principle and Clause 6 was 
adopted. 

Clauses 7 and 8 and the Title were severally considered and adopted. 

The Bill was adopted and the Chairman ordered to report the said Bill to 
the House without amendment and with the appropriate recommendation in 
relation to the proposed amendments to Clause 6. 

At ..142:35--e’clock ‘p: m., the Committee adjourned to meet ge at the call 


of the Chair. 


® 
Re J. Gratz: > 


Clerk of the Committee. 


enw waa. mo 


EVIDENCE 


May. 31,1955. 
10.30 a.m. 


The CHAIRMAN: Gentlemen, we have a quorum. I require a motion to 
print. 


Moved by Mr. Fraser (St. John’s East). 


That the committee print 750 copies in English and 200 copies in French 
of its minutes of proceedings and evidence in respect of Bill No. 258, an Act 
to amend the Municipal Grants Act. 


The CHAIRMAN: Does the motion carry? 
Carried. . 


The CHAIRMAN: We have with us this morning the Minister of Finance 
who has a statement to make. mt 


Hon. Walter E. Harris, Minister of Finance: Mr. Chairman, I made a rather | 
lengthy statement in committee on the resolution with regard to the general 
purposes of the proposed amendments. I want to add one more explanation, 
however, because in the interval we have decided on further amendments to 
the bill and I think the purpose of the amendments will be clear if I read a 
very short statement to the committee: 


The purpose of the amendment is to permit grants in lieu of taxes on 


‘Crown-owned dwellings occupied by Crown employees or members of the 


Armed Forces. These grants will be paid on this class of property to munic- 
ipalities: even though they would not otherwise qualify for annual grants 


because they do not contain the required 2 per cent of federal property. 


Some provinces have legislation that gives municipalities authority to tax 
occupants of Crown-owned dwellings. This raises a number of problems and 
I believe the fairest method of dealing with them is for the Government to 
pay grants to municipalities in all provinces which grants would be, in effect, 
equivalent to the taxes on all such occupants. The payment will be recovered, 
in large part, by an adjustment in the rents charged employees who occupy 
Crown-owned dwellings. 


In taking this step we are recognizing the fact that residential property 
imposes a greater financial burden on a municipality in the provision of munic- 


- ipal services generally than do other classes of property. The effect of this, 


for example, would be that municipalities such as the town of Chambly, 
Quebec, or the city of Peterborough, Ontario, both of which I think are below 
the 2 per cent level, would nevertheless qualify for payments in lieu of taxes 
on federal dewllings located there. 


FURTHER AMENDMENTS TO MUNICIPAL GRANTS ACT 


8! (1) A grant may, pursuant to this section, be made to a munic- 
ipality in respect of real property that is 
(a) owned by Her Majesty in right of Canada, 


(b) leased to or occupied by a person who is an employee of Her 
Majesty in right of Canada or a member of the Canadian Forces, and 
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(c) is used by such person as a domestic establishment. j 

(2) Subject to subsection (3) the amount of a grant made pursuant 
to this section shall not be greater than a fraction of the accepted value 
of the property in respect of which a grant may be made under this 
section, such fraction to be determined as follows: , 

(a) the numerator is the total amount of the real estate tax levied in 

the appropriate tax year, and 2 i 
(b) the denominator is the assessed value of all taxable property in the 

municipality. 

(3) Where in preparing its budget for any tax year a municipality 
has not taken into account the amount of.a grant that may be paid 
under this section the denominator of the fraction referred to in sub- 
section (2) shall be the assessed value of all taxable property and the 
accepted value of the property in respect of which a grant may be 
made under this section in the municipality. 

(4) The Minister may, in determining the amount of a grant under 
this section, deduct from the amount that might otherwise be payable 
an amount that, in his opinion, represents the value of a service that 
would customarily be furnished by the municipality to the property in 
respect of which the grant is made and that Her Majesty does not 
accept in respect of that property. 

(5) No grant shall be made under this section in respect of 
(a) property in respect of which a grant has been made under section 5, 
(b) property described in subparagraph (iv) of paragraph (c). of 

section 2, or 
(c) property in respect of which a real estate tax has been levied on a 

person described in paragraph (b) of subsection (1). 

(6) In applying paragraph (a) of section 2 to this section, the words 
“federal property” shall be construed as meaning property in respect of 
which a grant may be made under this section. 


The CHAIRMAN: Are there any questions on that particular aspect of the 
bill. 


Mr. APPLEWHAITE: There is one rather obvious question that I would like 
to ask the minister. What arrangements are being made to ensure that when 
this goes into effect the provincial tax on the occupant becomes inoperative? 


Hon. Mr. Harris: We will have to deal with the provinces on that basis. 
As a matter of fact the situation has arisen in Ontario, and we aré going to 
deal with it on that basis in all provinces even if they do not have that 
legislation—a great many have not at the moment. We are doing it this way 
to cover all the provinces. 


Mr. MAcDONNELL: I think I should raise a general question at this point. 


It is clear that what the minister proposes to do is just to assume that all. . 


principle of this Bill is settled and to deal with the detailed changes as set out 
in the Act, point by point, but I had hoped that we might begin by a survey 
of the background of this whole matter, and indeed Mr. Fleming has a sugges- 
tion which he wants to make that we should have a representative of the 
municipalities here to appear before the committee, but before Mr. Fleming 
speaks to that I would like to make one or two general observations. 

If we are here merely to deal with a few minor changes in this bill, that 
is one thing, but if we are to have the attitude of the government explained 
to us in the light of the progressive difficulties of the municipalities, and if the 
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whole background of the general question is to be raised, that is another ques- 
tion, and it seems to me that the wider implications should be examined before 
we come to the explanation of the details. ) 


. For example, I want to know more with regard to the government’s 
approach to this matter. One specific question that I want to ask is whether 
they have figured out what their total contribution would be if they paid 
an amount equivalent to what their tax would be. They are, of course, increas- 
ing the amount they are going to give by this reduction from a 4 per cent 
to 2 per cent, but it is still such a trickle—it still seems to be just.a drop 
in the bucket compared with what we believe the needs of the municipalities 
to be, and for that reason I want to ask certain questions. I want to know, 
for example, what amounts are being paid now. I want to draw the attention 
of the committee to the fact that we seem to have departed now from the 
note set in the Speech from the Throne which said: 
A joint committee of both houses will be proposed to examine, in 
the light of the Municipal Grants Act and possible amendments thereto, 
= the financial and other relationships of the government and the Federal 
District Commission with the city of Ottawa and neighbouring muni- 
cipalities. | 
That is only a detail, but an important detail, and other things seem to 
-enter into this as well... 


The CHAIRMAN: You ask the questions; they will answer. The hearing 
is wide open and there are no limitations. 


Mr. MacpoNNELL: Yes, but there is a point which arises here and which 
Mr. Fleming is raising, and I will ask him to take it up with the committee 
now because it goes to the root of the whole matter. 


Mr. FLEMING: It ties in. closely with what Mr. Macdonnell has been saying. 
I think the only purpose of having the bill referred to this committee was 
that there might be a wider inquiry and that we might hear representations 
from the municipalities themselves, or from their own association which acts 
as a spokesman in relation to municipal problems—the Canadian Association 
of Mayors and Municipalities. It seems to’/me that on an occasion of this kind 
we should certainly invite them to come here and submit their views to’ us. 
3 There is nothing in this proposal to which serious objection could be taken, and 
r it would certainly add greatly to the usefulness of an inquiry of a committee 
of this kind into a measure such as the one before us. It would not take 
long, surely, for them to arrange representation here. They could send their 
president, or Mr. Mooney to assist us in this inquiry. There are few enough 
opportunities for them to put their opinions and their views before parlia- 
mentary bodies, and here is one sitting here now to deal with a problem which 
- is of the greatest moment to all the municipalities in this country, and it seems 
to me a capital opportunity for us to obtain their assistance, particularly as 
this would enable us to do a more effective task in regard to the bill which 
the House has referred to us. 


Hon. Mr. Harris: Mr. Chairman, in deciding to refer this bill to this 
committee I did not know that we. were going to engage upon a study of the 
municipal taxation problem and hear representations from the municipalities. 
The Speech from the Throne, as Mr. Macdonnell has indicated, did suggest 

3 that we would have a special joint committee of both houses to consider this 

matter but as the Prime Minister announced in the House some time ago it 

was not found possible to arrange for that extra committee with all the other 
work going on, and for that reason, and as a means of studying the terms of 
this bill—which I gather from the discussion on second reading were not too 
fully understood—it was decided to send it here for consideration; but not for 
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a study on the basis of representations by the municipal associations or the 
municipal councils of the ten provinces. 

I am quite prepared to answer any questions with respect to the past 
administration of the Municipal Grants Act and what this bill proposes to 
do, but not at this stage to hear representations from any other body. 


The CHAIRMAN: Mr. Minister, were representations by the Canadian Asso- 
ciation of Mayors and Municipalities made to you before you brought this 
bill into the House? Could you enlighten us on that? 


Hon. Mr. Harris: The representations which were made to the govern- 
ment were made publicly by telegram, the last one I recall from the Association _ 
being in the summer of last year when we gave an answer which was tabled. ~ 
During the Fall, of course, I had a number of letters from various municipalities 
urging that special attention be given to their problems, but on this particular 
point you can take it for granted that every representation wanted a greater 
payment in lieu of taxes, or full taxes, but there was no special request that I 
recall that anyone should appear before parliament to urge new legislation. 


Mr. CRESTOHL: My remarks will be addressed entirely to the question of 
order. If we were now engaged on a study in connection with the revision 
of the Municipal Grants Act I could understand the suggestion which 
Mr. Macdonnell and Mr. Fleming have made, and I, could understand these 
suggestions being in order. This procedure would then enable the committee 
to revise the entire Act. But we have before us now an amending Act and 
I think we should confine ourselves to the amendments. If it were required 
that we revise the Act or review it entirely I could understand the procedure 
suggested by Mr. Fleming, but our business this morning is simply to address 
ourselves to the amendments before us. 


The CHAIRMAN: Would you like to question the witness Mr. Macdonnell? 


* Mr. MAcCDONNELL: Before we pass from this subject I would like to say 
in answer to what Mr. Crestohl has said: surely when we have a matter of 
this kind before us—an important matter which. was mentioned in the Speech 
from the Throne—there are certain questions of principle which do arise. In 
the debate on second reading it was made perfectly clear that we questioned 
the whole basis on which this is being done and I can see*no reason in principle 
why we should not be able to take this opportunity of hearing the views of 
the municipalities. I think, conceivably, that they might be able to come 
here with an exposition of their position as it is now which might cause 
the government to revise its attitude. 

- In any event is it out of order or contrary to good sense that we should 
be able to hear the views of those who are most concerned while we’ are con- 
sidering the situation? Even in the study of the amendments which are now 
proposed it would surely be most relevant and helpful to have the opinions 
of the people who are most concerned, and not to regard this matter as con- 
cerning merely a few minor details but rather to accept the position that this 
is the Municipal Grants Act which has had two or three years of operation 
and which, quite properly, we might assess with the assistance of those who 
are most affected. 


Mr. APPLEWHAITE: Is that what the House instructed us to do when it 
referred this Bill to us? 

Mr. MAcDONNELL: The House referred this Bill to the committee and 
the committee I take it is entitled to look at it in the light of the circumstances 
which we are putting before you—a view which seems to be most reasonable 
and which we think would serve a useful purpose. After all, this Bill is 
important. We have always suggested it has never been taken as seriously 
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as it should be. We have not succeeded in making our view prevail and 
perhaps we shall not here, but is it not reasonable that the views of those 
most affected should be put before the committee? 


‘Mr. FLEMING: Just a brief world to add to that. I do not understand 
Mr. Crestohl’s point at all. We have a Bill before us which carries out an 
extensive series of amendments to the Municipal Grant Act and surely it 
is not the function of a parliamentary committee to narrow this down strictly 
to the four corners of-the Bill which has been referred to it. I have never 
understood that that is the function of a parliamentary committee. If that 
were so there would have been no sense in referring the Bill to this com- 
mittee in the first place. In the second place I think the minister has over- 
stated the range of our submissions and has interpreted too broadly what 
would be involved in the proposal. It was not my suggestion that we should 
embark on a review of the whole question of the fiscal relations of the 
municipalities of this country or their revenue position. It is a matter of 
seeking what would, I am sure, be the helpful views of the municipalities 
through their own Association in relation to the considerations which this 
Bill presents. | 

There are a number of aspects to this; the minister’s review in the House 
showed that; and I am quite sure to\hear from the municipalities on all 
these points would be extremely helpful. What harm is there in it? The 
minister says we can take it for granted that the municipalities would like 
more money. That is true, but we could hear them and we could hear 
then on the various points which are raised by the Bill—matters pertaining 
to those points. Surely it is not going to hurt us and it will enable this 
committee I submit, Mr. Chairman, to do a much more effective and useful 
work. It is not going to delay anything. 

Mr. PuHiILtpotTtT: Let us try to get further ahead with the witnesses who 
are already in the room before we discuss having any more witnesses. 

The CHAIRMAN: Let us get on with the witnesses we have now. Are 
there any further questions, Mr. Macdonnell? 

Mr. FLEMING: I do not wish to delay the proceedings but it seems to me 
that if we are going to consider having the association represented here we 
should send for them now. That does not need to hold us up this morning, 
but it would mean that they could be invited to come. 

The CHAIRMAN: Mr. Mooney Knows what is in this Bill; he knows it 
all too well, and so do the municipalities. It does not come to them as a 
surprise, and certainly not as a shock. 

Mr. FLEMING: That is what I am saying—I think their views will be 
quickly and rapidly available to us. However, to bring the matter to a head 
I will move: 

That the Canadian Association of Mayors and Municipalities be invited to 
attend before the committee and submit its views in relation to the provisions 
of Bill 258. 

The CHAIRMAN: We will put it to the committee. I have a seconder. All 
in favour? Contrary? 

The motion is lost. 

Mr. MAcDONNELL: There are certain questions which I should like to ask 
the minister at this point. The first is this: what is the total value of federal 
property in the municipalities? 

Hon. Mr. Harris: We have no way of giving you that information. We 
could give the total assessed value of those properties on which we are paying. 
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- Mr. MacponnELL: But you have arrived at a figure as to the average— 
four per cent. You must have had figures before you as a basis for making 
that calculation. 


Hon. Mr. Harris: That was a sample job on special municipalities and did 
not involve the grand total. 


Mr. MACDONNELL: I asked if you could give me the total value of federal 
property in the municipalities. Ah 

Hon. Mr. Harris: In answer to your earlier question, Mr. Macdonnell, in 
the course of the debate on second reading you said you thought that if the ' 
Federal government paid 100 cents on the dollar for all property the bill 
would run between $12 and $14 million. 


Mr. MAcDONNELL: No. I think I said around $25 million. I based that 
figure on a very simple calculation which, perhaps, is subject to qualification. 
I took the four per cent figure which we had respecting average Federal 
government ownership. Next I took the total amount reported as raised in 
real estate taxation and applied the percentage. I realize it was a very rough 
estimate. I used that two years ago and it was not questioned then, and I 
used it on the second reading of the Bill this time. I put the figure forward 
tentatively at the outset because I was surprised at the smallness of the 
amount when it is calculated on that basis, and I would certainly like to 
know exactly the scope of the problem. There is no sense in our discussing 
it until we have some idea of the general scope. Will you give us whatever 
figure you have? How was the sampling which you spoke of done, and how 
accurate can we take this figure of four per cent to be? It does not matter 
much whether it is four per cent or four and a half per cent, but it does 
matter whether it is four per cent or fourteen per cent. 


Hon. Mr. Harris: As I said, we have not got the figure of the total 
assessed value of all federal property in all the municipalities. 


Mr. MAcDONNELL: You have not assembled that information? You must 
have it? 


Hon. Mr. Harris: That is right. 


Mr. MACDONNELL: Will you explain to us how you estimated the size of 
your problem. That four per cent figure had some validity presumably? 


Mr. J. J. DEUTSCH, Assistant Deputy Minister, Department of Finance: 


As I understand it, sir, when the first Bill was drawn up the decision was that . 


we would not pay grants in lieu of taxation on what was regarded at that time 
as an average concentration of the federal property in a community; we would 
only pay grants if there were a concentration above what might be regarded 
as an average or normal figure, and it was then decided that four per cent 
represented a figure which would not be an undue concentration of property. 


Mr. MAcDONNELL: How was that figure of four per cent arrived at? How 
did you arrive at that figure? 


Mr, DEUTSCH: They took a sample of a number of communities where 
there was federal property—representative areas—and came to the conclusion 
that four per cent was not an undue concentration. 


Mr. MAcDONNELL: Who carried out this inquiry? ‘You say “they” did. 
Who were ‘they’? 


Mr. DrEutTscH: The staff of the Department of Finance. 


Mr. MACDONNELL: Can you elaborate with regard to the figure? I have 
perhaps been taking that figure too seriously. 
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Mr. Deutscu: There was a questionnaire sent around to a number of 


~ municipalities inquiring about the relationship between the amount of federal 


property in a municipality as against all the property in the municipality and 
on the basis of this study a decision was reached that federal property up 
to four per cent would not be regarded as an undue concentration of federal 
property and the theory was then that we would pay grants in lieu. of 
taxation on an undue concentration, and four per cent was regarded as a 
“floor” below which there would not be an undue concentration. | 

Mr. FLEMING: I am struck by the way in which you have avoided the 
word “average” and use the words “undue concentration”. Would you 
enlarge on this matter of the sampling? How many municipalities were 
involved in the operation? 

Mr. DeutTscH: An attempt was made then to get in touch with all the 
municipalities in which we had property. The questionnaire was, I think, sent 
to all of them. I am not sure whether we got answers to all of them, but most 


of them were answered. 


Mr. FLEMING: How many answers did you get? 

Mr. DeutscH: I think we sent questionnaires to some 1200 municipalities 
and we got answers from most of them. I do not remember just what the 
figure was now. 

Mr. FLEMING: These were representative municipalities in size and geo- 
graphic distribution? ‘ 

Mr DEUTSCH: Yes. 

Mr. FLEMING: When was that sampling taken? 

Mr. DeuTscH: In 1949. s 

Mr. FLEMING: Six years ago? 

Mr. DeutscH: Actually the figures appertain to 1947. 


Mr. FLEMING: What did the result of your sampling show—the average 
proportion of federally owned property against the bulk total of assessible 
property in the municipalities? 

Mr. DeutscH: Actually you could get several averages depending on what 
federal property you included as eligible for this grant. Under the Act it is 
federal property as defined. We do not take into account everything which the 
Federal government owns. For instance, Crown company property is not 
included for the purpose of these grants because Crown companies generally 
make their own arrangements about taxation. In addition there is other taxable 
property which is excluded by definition—property such as parks and defence ‘ 
bases of various kinds—harbour property and things of that sort. The average 
you get depends on what you include. The kind of figures that were taken for 
the purpose of arriving at this average here were in accordance with the defini- 
tion which is now in the Act, and on that basis the average at that time was 
around four per cent. 


Mr. MacponNnELL: That was on a very special definition. Would it be fair 
to say that that had no relation to the. municipal burdens involved—the fact 
that you greatly limited your definition of federal property did not affect the 
fact that from the municipality’s point of view it might be a very much larger 
figure? 

Mr. DeutscH: That depends. A lot of this property which is not included 
in the definition is the type of property which does not receive municipal ser- 
vices. We have a great deal of property—which does not receive municipal 
services: they are services which we ourselves provide. The definition is so 
framed that we do not include property with regard to which in fact there are 
no municipal services or where we ourselves supply municipal services. 


/ 
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Mr. FLEMING: To come back to this again, Mr. Deutsch: I draw attention 
to the fact that you are avoiding the use of the word “average’’. Do I take 
it now that the result of the sample survey was to show that as to the restricted 
definition of Crown property on which you were working the average of such. 
property as against the total of assessable property in the municipalities was in 
fact four per cent? 


Mr. DruTscH: I am not using the word “average” directly because so 
much depends on what your definition of federal property is. 


Mr. FLEMING: Within the definition you have given... ' 


Mr. DrEuTScH: Within that definition you could say that the conclusion 
reached as a result of the last survey was that a concentration of four per 
cent would be a rough average concentration. That is on the definition we 
used, and we used it in the sense that we regarded that as a “floor” and as a 
figure which did not represent an undue concentration. Anything above four 
per cent could be regarded as an undue concentration of property, and it» was 
on that undue concentration that it was decided to pay a grant. 

Mr. FLEMING: You make it clear now that you arrived at your definition of 
what was an undue concentration by taking an average... Anything above the 
average, which you found to be four per cent on this restricted definition, was 
regarded as an undue concentration. Conceding that there is a great deal of 
Crown property in each municipality which does not require to have services 
provided for it, have you obtained any figure as to the proportion of all Crown 
property, or of the proportion of Crown property less that of the Crown 
corporations as against the total of municipal assessments—in other words a 
figure based on a different definition of Crown property? 

Mr. DEUTSCH: We have some figures; I have not got them. here unfor- 
tunately. If you included other types of Crown property beyond those included 
in the definition under the Act the average percentage would of course go up. 
We have got averages ranging anywhere between four per cent and eight per 

cent depending on what is included in the definition. 
. Mr. FLEMING: May we take it that eight per cent would be the approximate 
proportion? 

Mr. DEUTSCH: I would not like to say that because the original survey was 
taken a long time ago; and, secondly we did not get answers from all the munic- 
ipalities. Therefore, I would not like to give any precise figures as to what the 
total of federal property might be in the widest definition as compared with 
all property in the municipalities. We have not got that figure precisely. 

Mr. MACDONNELL: You are really working on a figure whichis several 
years old? 

Mr. DeutscH: The survey was made back in 1949 and it refers to the 
figures of 1947. 

Mr. MAcDONNELL: What have you done to keep them up to date? 


Mr. DEUTSCH: Since the Act has been in effect we have simply carried out 
the Act as laid down in parliament. We have considered applications from 
municipalities who consider that they have a concentration of more thain four 
per cent, and if we found that to be the case grants were paid. 

Mr. MACDONNELL: You have had new municipalities come in since on that 
basis? 

Mr. DEUTSCH: Yes, every year new municipalities come in. Because of the 
increase in the amount of federal property they may consider themselves as 
coming within the definition and make application. 
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Mr. MacponneELL: Do you ever figure out what your grants would have 
been if you had based them on the amount of taxation on all your property? 
Mr. DEUTSCH: Full taxation? | 
Mr. MACDONNELL: Yes. 

4 Mr. DEUTSCH: We have made some rough calculations. I think the minis- 
ter has indicated that if we paid tax on the full amount of-property as defined 
in the Bill it would be somewhere around $12 or $14 million. 

Mr. MacDONNELL: My figure was double that. 

Mr. DeutTscH: You might have based your calculation on a different 
definition. 

Hon. Mr. Harris: Yes, Mr. Macdonnell based his figure on the total 
assessment of the municipalities. 

Mr. MAcDONNELL: I was working on the basis of the four per cent. 

Mr. DeutscH: This figure of $12—$14 million is in accordance with the 
definition of federal property contained in this Bill, and of course that excludes 
certain properties. 

Mr. ‘FLEMING: I have one further question to ask on that point. Are there 
survey figures available which would enable you without too much difficulty 
to make am analysis on the basis of which you could answer the question I 
was asking, namely the proportion of federally owned property as against the 
bulk of municipal assessments if you included Crown property other than that 
_ defined more narrowly in the Act? 

Mr. DeutscH: We have not got the figures up to date. Since the last 
survey was made in 1949 there has been a great deal of federal construction, 
particularly of defence installations and I am afraid the figures which we had 
some years ago would be quite out of date. 

Mr. FLEMING: But taking them for what they are worth as of that date, 
could you give us a rough estimate based on other definitions? 

Mr. Deutscu:. I think it would be interesting to have that information if 
you do not mind getting it for us. Then I was wondering if in the light of 
the fact that you have not made any subsequent surveys or attempted to 
_ relate the accepted “floor” to the continuing figures, whether you think that 
- such a survey would be desirable or helpful now? I realize you are dropping 
your “floor” from four. per cent to two per cent and that may answer the 

problem in part, but you have pointed out that there has been a great deal of 
_ federal construction, and I am wondering now if anyone is in a position to 
- form any estimate of what is likely to be the true average today. 
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Mr. MAcDONNELL: In that connection would not such an inquiry have a 
certain relevance having regard to the conference which is due to take place 
later in the year and the great interest which the municipalities have in . 
this matter? 


Mr. DeuTscH: You mean a survey of all property owned by the Crown 
irrespective of the definitions which is used in this Bill? 


Mr. FLEMING: Either way. Take it, anyway, on the basis of your definitions 
- to see how the trend might have gone. I can understand that even if four 
per cent was the average on the basis of your restricted definition in 1947, 
nevertheless with the Federal government embarking on a big program of 
- construction in the intervening years four per cent might be quite inaccurate 
- now, and your average might therefore be a good deal more. 

Mr. DeutScH: It is hard to say, Mr. Fleming, because there has also been 
a great deal of other construction in that period. This is a relative figure. There 
has also been a tremendous amount of private construction. 
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Mr. FLEMING: Has anybody in your dbparienett been making any y study 
in relation to such a trend? Is anybody in a position to offer any opinion or 


any factual comment today on the relevance of the average of four per cent — 


which was arrived at on the basis of the 1947 figures? 

Mr. DEUTSCH: We have not got an up-to-date study on this edinnn No. 

Mr. FLEMING: So the drop from four per cent to two per cent is not related 
to any particular study—it is an arbitrary figure which has been taken? 

Mr. DEUTSCH: No, I understand that the dropping of the percentage figure 
from four per cent to two per cent is, rather, in response, Mr. Minister, to 
representations from the municipalities that the grants should be liberalized. 

Mr. FLEMING: Have you put a proper definition on that word “liberal’’? 

Mr. DEUTSCH: ‘Liberal’? with a small ‘‘1’’. 

Mr. FLEMING: I think you made it clear that the drop is not related to 
any study or to any percentage figure. It is an arbitrary reduction which has 
been selected—a reduction from four per cent to.two percent. Is that correct? 

Hon. Mr. Harris: Arbitrary within the limits of the budget and our 
financial position. 

Mr. FLEMING: I quite follow that. But it is not related to any broad 
principle. ion 

Hon. Mr. Harris: I cannot improve on Mr. Deutsch’s definition. 

The CHAIRMAN: Except perhaps to suggest that—as I am sure the 
committee feels—the ultimate aim is full payment. 

Mr. FLEMING: Is that government policy? 

The CHAIRMAN: The ultimate aim. 

Mr. FLEMING: The minister has a very good opportunity to endorse your 
statement right now. 

The CHAIRMAN: I ask for no endorsement. 

Mr. PHILPOTT: I have two quite simple questions to ask. How mich has 
Ottawa been getting in the past, and how much will she get under this Bill? 
How much has Vancouver been getting, and how much will Vancouver get now? 

Hon. Mr. Harris: At the moment Ottawa is getting $1,422,237 and it is 
estimated that it will run between $2,450,000 and $2,570,000 depending on 
certain uncertainties not yet cleared up. In the case of Vancouver, Vancouver 
has not been eligible up to the present but with this amendment the city will 
become eligible. I will have to supply you with the figure in a moment. 

Mr. HUNTER: Will Toronto become eligible? 

The CHAIRMAN: May I suggest this: The minister has a list of the muni- 
cipalities which are eligible, setting out the amounts which they received last 
year. May I suggest that this should be put into the records? 


Agreed. 
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_ SECTION 5 
CALCULATION OF 1954 GRANTS 
1954 
Grant 
| Actual 
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Note: The following municipalities which were eligible for grants in 1954 — 
have been excluded from the above list. In most cases this is ‘because 1954 — 


grants have not yet been calculated and accurate estimates cannot be made. 
Nfid.—St. Johns 
N.S.—North Sydney 
Que.—St. Jean 
St. Vincent de Paul 
Ont.—North York 
B.C.—Kent 
Y.T.—Dawson 


The District of Central Saanich, B.C., which is not in the above list 
received a grant in 1954 but will not qualify under the new formula owing to 
the exclusion of Indian Reserves which constitute nearly all of their federal 
property. 

Mr. MAcDONNELL: Could the minister not give us the information now 
vith regard to the larger sums—the sums over $1 million? 


Hon. Mr. Harris: There are no others over $1 million. 
Mr. MAcDONNELL: Are there any over $500,000? 


Hon. Mr. Harris: No. Of those now receiving grants, the next largest 
is Halifax, with $363,000, which will increase to $670,000 under these proposals. 


Mr. MAcDONNELL: Is any different principle applied in the case of Ottawa 
which accounts for this huge increase or is it merely because of the quantity 
of federal property in the city? 


Hon. Mr. Harris: H is merely the increase under the formula which has 
been established. ° 


Mr. APPLEWHAITE: Can the minister tell us what is the usual procedure 
on the part of the provinces in reimbursing the municipalities for properties 
held in the name of the Crown in right of the provinces? How does that 
“method of procedure compare with our own? Is it a reasonably uniform 
method? 


Hon. Mr. Harris: I am told there is no uniformity. In some provinces 
they do pay on some property, and in others they do not pay, and in most 
cases they do not pay on the whole property. 


Mr. APPLEWHAITE: One more question in order that the minister may see 
what I am getting at: Is their payment by statute or as a matter of grace, 
or does it admit a legal right? 


Hon. Mr. Harris: I think they are all made as a matter of grace. 


Mr. FLEMING: It could not constitutionally be otherwise, I think you 
will agree. 


The CHarirMAN: There is no difference between our position and their 
position. 

Mr. FLEMING: The constitutional position has been made clear from yee 
to time as I think the minister will agree. 


Hon. Mr. Harris: That is right. 


Mr. Hanna: We have talked a great deal about the urban municipalities. 
I would like to ask a question about the position with regard to the rural 
municipalities. I understood when these amendments were being introduced 
that provision would be made to reimburse rural municipalities for damage to 
their roads caused by military vehicles. I have been looking through the 
amendments and I cannot find any particular amendment to that’ effect.> IT 
wonder if the minister would care to comment on that subject? 
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Hon. Mr. Harris: If you refer to clause 6 which amends sections 8 and 9 
-—as I say, I have another amendment to it which repeals the whole of 
_ clause 6 in this bill and constitutes what is there plus certain other things. 
Mr. Hanna: Do I gather from that that provision will be made to reimburse 
_ rural municipalities? : 
a Hon. Mr. Harris: Perhaps we could deal with that when we come to the 
_ particular section. 


| 

‘j Mr. CrESTOHL: Can the minister tell us how the organization of the munic- 
_ ipalities has been informed about this Bill coming before us? How would they 
: be made aware of it? 3 

3a 
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Hon. Mr. Harris: You may recall, Mr. Chairman that this change was 
forecast over a year ago and that we had a notice of motion on the order paper 
' with respect to the amendment to the Municipal Grants Act which was not 
- proceeded with; but Mr. Abbott did say about a year ago that the Bill would 
_ be proceeded with at the coming session. It was announced in the Address 
_ from the Throne. I think all the municipalities have been aware of it for 
over a year. 

q Mr. CRESTOHL: The second question which I wanted to ask, Mr. Chairman, 
_ was this: Have any requests been submitted to the government by these 
_ municipalities, or any of them, to the effect that they wanted to be heard 
a on these amendments? 

q Hon. Mr. Harris: I do not recall any. As I said before I have had a 
great many representations from municipalities for a more generous grant 
under the Municipal Grants Act but I do not recall any requests to appear 
_ before any parliamentary body, nor for that matter do I recall them asking 
_ to come and see me. 


| 

- The CHAIRMAN: As I recall it, the day the minister made the announce- 
: ment on second reading the Mayoress of Ottawa was in the gallery and 
appeared to be very pleased. I am sure the other municipalities would have 
concerned themselves about this matter if there had been any difference of. 
- opinion. 


Mr. APPLEWHAITE: The nite has I think, put a very ambiguous answer 
on the record. He said he had received many requests from municipalities 
for increased grants, or for more favourable terms of assistance but he did not 
say whether he received those requests since the introduction of this Bill or 
before the introduction of this Bill. 

Hon. Mr. Harris: I have not had any communications since the introduc- 
tion of this Bill, and my staff tell me that they do not recall any representations 
coming in. 

Mr. FLeminc: I do not see that there was any ambiguity in what the 
minister said. He just said they did not ask about making representations 
to a parliamentary committee. 

Mr. MAcDONNELL: I was just going to comment on something that Mr. 
Crestohl said. I imagine that when the Bank Act was under consideration a 
year ago you did not just leave the position as one of “catch as catch can” 
for people to come or not. You invited people. But I am not going to stress 
that aspect of the matter. 

I want to ask how much was actually paid last year in grants and what 
§ will be the amount to be paid this year? 

Hon. Mr. Harris: Payments last year amounted to $3,047,440.24. 

Mr. MAcDONNELL: That was the total for the full fiscal year? 

Hon. Mr. Harris: That is right, but our estimate is about $6 million for 
this year. 
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Mr. MACDONNELL: In other words it is half your $12 million calculation 
which is arrived at by a restricted definition on percentage, and it is about a 
quarter of my calculation based on the four per cent figure overall. 

The CHaIRMAN: And almost double what they got last year—I just want 
to finish your observations. 


Mr. MACDONNELL: Oh, twice nothing is Boas: 


The CHAIRMAN: Three million dollars more. I remember how you com- 
plained when Mr. Howe said: What’s a million dollars? 

Mr. MAcDONNELL: Compared with the number of municipalities across the 
country. 

Does this have any affect on the situation of the Crown corporations, or. 
are they left absolutely free? Are the municipalities at arms length with them 


and free to arrive at a deal with them in the same way as with gong 
else? 


Hon. Mr. Harris: The Corwn corporations are free. They are of course 
paying taxes in addition to what we are. granting, and municipalities make 
their own arrangements in the normal course of affairs. . 

Mr. MACDONNELL: Has the department any knowledge as to whether in 
fact the arrangements which are made show that they pay normal rates or not? 


Hon. Mr. Harris: We have no information on that. 


The CHAIRMAN: Except that Mr. Murphy in speaking of the Polymer 
Corporation has often intimated that Sarnia is well treated, I would think 
that represented the normal pattern. 

Mr. MACDONNELL: It doesn’t though. 


Mr. FLEMING: This is one point on which we should have the views of the 
municipalities because it is my understanding—not just based on opinion— 
that the municipalities have to accept virtually whatever the crown decides 
will be the assessment. The Crown need not accept the assessment by the 
municipality just as the Crown has the right to say whether it will make a 
grant in lieu of taxes or not, it being purely a matter of grace: so the Crown 
reserves the right to say what will be the amount of assessment on — 
taxes will be paid. 


Hon. Mr. Harris: You do not disagree with that practice? 


Mr. FLEMING: Of course the constitutional position is that the Crown can- 
not be taxed by the municipality. That is the position. But what I am dealing 
with is any suggestion that the amount that the Crown grants as a matter 
of grace in this situation is the same amount as would be paid on the same 
property if that property were privately owned. 

Hon. Mr. Harris: You did not answer my question, Mr. pian Do 
you disagree with the way we are doing it? 

Mr. FLEMING: I disagree with any pretence that this is giving the muni- 
cipality the full benefit of taxation—on Crown property—that is, the amount 
which could be derived from this property if it were privately owned. | 

Hon. Mr. Harris: I note that Mr. Deutsch did not say for me that the 
municipalities were in fact receiving full payment by way of taxes on property. 


It has always been made clear that we reserve the right to negotiate with 


the municipalities and in fact to convince them of an assessment, and so far 
as I know that principle has not been oksectst to by anyone arenes at this 
table or in the House of Commons. 

Mr. MACDONNELL: I take it that the minister was not implying we were 
asking him to be bound absolutely by every municipal assessment. On the 
other hand it seems reasonable to ask what method the department uses in 
arriving at its assessment. 
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a Hon. Mr. Harris: We follow the usual procedure of assessment of property 
- which is followed by the municipal corporations. Let us admit it—-we disagree 
/ with them on some of the assessments which they would impose. 

Mr. MACDONNELL: You put in your own Officials to woaseneh assessments in 
- every case? 

4 Hon. Mr. Harris: That is right. 7 

a Mr. FRASER (St. John’s East): It has been very satisfactory in Halifax. 
: Mr. HENDERSON: Further to what Mr. Hanna said a little while ago when 
he referred to the amendment regarding rural municipalities, I would like 
_ to say a few words on behalf of the township of Pittsburgh which is directly 
qi east of Kingston. They are I think in a unique position. They have govern- 
- ment property assessed at $5,534,000, and a quarter of that is living quarters. 
Even taking into consideration the fact that the primary schools are part of 
' the army establishment, I would like to bring the position to the attention of 
the minister and his staff. We must consider the case of a soldier deserting 
- his wife and family or his mother-in-law, become indigent and dependent on 
q the municipality, and the same applies to hospital care. There is no hospital 
a in this municipality and the sick must go to Kingston hospital, if they cannot 
: pay the cost must be paid by the township. The problem now presents itself 
4 with regard to high schools. There is no secondary school in this community 
and education facilities must be arranged through the city of Kingston. I. 
_ would just like to bring these things to the attention of the minister in the 
preparation of the amendment. 

i Hon. Mr. Harris: The amendment which I read through at the opening 
of this meeting does increase considerably the tax revenue of that municipality. 
- . Mr. Hanna: May I ask one further question? I have here a file of a certain 
_ municipality which is claiming damages to its roads by military vehicles as 
{ far back as 1951. Will the amendment provide for any retroactive payment? 
4 


) Hon. Mr. Harris: I think, Mr. Chairman, that we do not provide retro- 
active legislation unless there is good reason for it, and the present bill does 
not provide for it. 


‘Mr. Hanna: Is there any possibility of this municipality having its claim 
paid by the Department of National Defence in respect of damage done in the 
past five or six years? 


: Hon. Mr. Harris: I will speak to my colleague with respect to ek 


4 The CHAIRMAN: Hope springs eternal. Gentlemen, are there any further 
_ questions of a general nature before we look at the bill itself? : 


Mr. FLEMING: Can the minister say a word about the mechanics of 
administration? 


Hon. Mr. Harris: In what respect? 


Mr. FLEMING: How are they handled—just take a case and carry it 
through. 


, Mr. DeutscH: The usual procedure, Mr. Fleming, is that a municipality 
-_ which feels it is entitled to a grant under the provisions of the Act makes an 
application on a form prescribed and sets out the information required. That 
information is then checked and if any questions of assessment arise with 
regard to federal property those are discussed by the staff of the Municipal 
_ Grants Branch with the representatives of the city, and finally agreement is 

reached on what is the proper assessment of federal property, and then a cal- 
culation is made according to the formula and a cheque is sent. 


Mr. FLEMING: Do you pay by one annual cheque or by payments cor- 
responding to payments made by the taxpayers of the municipality? 
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Mr. DrutscH: Usually in one annual cheque, although in the case of 
Ottawa there have been some interim payments made. 


Mr. Fiemrinc: The first question you have to ask in a situation like that 
is the relation of the municipality to your four per cent formula—now, of 


course, to the two per cent formula. In a situation of that kind do you inquire 


into the total assessment of the municipality? 
Mr. DEUTSCH: Yes sir, we do. 


Mr. FLEMING: What check do you make on the assessment of the mun- 
icipality in a case like that? 


Mr. DEUTSCH: We just examine the assessment roll. 


Mr. FLEMING: You really don’t check into the municipal assessments—you 
in effect accept the municipal figures as to the total assessment and then go on 
to have your quarrel, or reach your agreement as the case may be with regard 
to the proper assessment of Crown owned property? 


Mr. DEUTSCH: We try to find out the method used by the municipality in 
reaching its assessment and then we try to use that same principle and apply 
it to the federal property—in other words to make the assessments on the 
same basis. 


- Mr. FLEMING: You take account of the fact that there is quite a wide 
difference in the bases of assessment among the municipalities? 


Mr. DEUTSCH: We recognize that, but in each municipality we are only 
concerned to see that the principles used in assessing federal property are 
similar to the principles used in assessing property in general. 


Mr. FLEMING: It is quite clear you would have to apply the same basis in 
the assessments, but I was wondering if you concerned yourselves to any 
degree with the different bases of assessment among the different mun- 
icipalities. 

Mr. DEUTSCH: No, we do not. 

Mr. Low: I would like to pursue further this matter of objective. Is the 


two per cent rate that has now been chosen and embodied in this bill related 
to any ultimate objective? 


Hon. Mr, Harris: I think constitutionally, Mr. Chairman, each session 
of parliament is autonomous and sovereign, and one cannot say now what 
they might do. 


Mr. Low: Am I to assume then Mr. Chairman that the objective will be 


set by the pressure put on the government by the municipalities of the 


country? 


Hon. Mr. Harris: I do not recognize any of the communications which I 
have received as being pressures. I recognize them as being representations 
by public spirited persons and corporations for the purpose of trying to bring 
about the good government of Canada. 


Mr. Low: Does the minister see any difficulty in the administration of the 
Act if the “floor” were to be set at a much lower figure than it is at present— 


let us say one percent or one half of one per cent, or even a grant in lieu of 


100 per cent taxes? 


Hon. Mr. Harris: I think Mr. Chairman that the answer is fairly obvious. 
We began this in 1950 which is only five years ago, and we are making this 
change in the light of a few years experience and one would expect that as 
experience is gained in the practice of these things it will become easier to 
administer the grants, and if it was decided to increase them it would be 
correspondingly easier to do so because of the experience in the past. 
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Mr. MacpdonnELL: In arriving at your percentage—finding out whether 
a municipality is qualified—you take the municipal assessment, then when you 
have decided whether it is qualified or not you go in and make your own 


assessment. On what basis do you make that assessment? 


Mr. DeutTSscH: What we do is this: when the application is received and 
they give us their information regarding the total assessment and the assess- 
ment they put on federal property we make sure that the principle used in 
assessing the federal property is comparable with and similar to the principles 
used in the assessment of the rest of the municipality. 

Mr. MACDONNELL: That is in order to find out whether they are qualified. 
Now what is the next step? 

Mr. DEUTSCH: The next step is to determine what the assessment on the 
federal property would be on the principles which have been applied generally 
in the municipality, and that assessment is taken as the basis for calculating 
the grant. 


Mr. MACDONNELL: Would you mind going back and stating again how 
you act when you come to determine the assesment? 


Mr. DEUTSCH: When we are satisfied that the assessment on the federal 
property is on the same principle as they have applied on property generally, 
and we have the figure of what the assessed value is, based on this principle, 
then the formula is applied and we pay the grant—in other words they are 
given a grant related to the amount which is in excess of the four per cent | 
‘floor’. 

Mr. MAcDONNELL: But supposing they had a rate of assessment which 
you regarded as highly inflated, and much higher than the next municipality? 

Mr. DEutTscH: That is accepted. We simply accept their principle of 
assessment and their tax rates. 

Mr. FLEMING: The reason being that you are working on a percentage 
in that particular municipalty? 

Mr. DEUTSCH: Yes. It may have a low assessment and a high mill rate, 
or it may have a high assessment and a low mill rate. 

The CHAIRMAN: What you are saying in effect is “what is good for the 
taxpayers of a municipality is good for the government. If they accept it 
we accept it”. I think it is commendable to do it that way. 

Mr. APPLEWHAITE: You finish up by placing the Crown on exactly the 
same basis as any other taxpayer? 

Mr. DEUTSCH: That is the attempt which is made—to try to assess federal 
property on a similar basis to that on which other property is being treated 
within that municipality. 

The CHAIRMAN: Gentlemen, will you look at your copies of Bill No. 258, 
and in particular at clause one. Shall clause one carry? 


Mr. FuLTON: This is purely a problem of draftsmanship, but I wonder 
if an attempt could not be made to put the amendments in subclause 2 into 
clauses 6 and 7 instead of having them here because as far as I can make 
out they are applicable only to those two clauses. In trying to follow this 
Bill I found it exremely confusing and I think it would be clearer to follow 
the order I have suggested. 


Hon. Mr. HARRIS: Obviously we try to put the definitions into the definition 
section but we will have a look at the suggestion. 


Mr. MACDONNELL: It seems to me that these new words which are under- 


lined might be extremely difficult to interpret: 


without regard to any ornamental, decorative or non-functional 
features thereof. 
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ear suppose one could imagine things like parks and places of that kind, 
but could we be given an illustration of what is meant by that phrase? Sup- 
pose that this building in which we are now sitting were under consideration. 


Hon. Mr. Harris: That is, of course, dealt with separately. I think, 
Mr. Macdonnell that there is considerable law on this particular point, and 
that the municipalties have not been able to charge full rate of assessment 
on ornamental features on office buildings where the owners have laid out 
considerable money on expensive fronts and things of that kind which do not 
in fact increase their value for the purposes for which the buildings were 
intended. There was a recent case in the city of Montreal where the Sun 
Life Building was assessed on its value based on its usefulness plus the cost, 
so to speak, of its additional ornamentation, and the Privy Council ruled 
in favour of Sun Life that they could not be assessed in that manner. The 
purpose is to make it clear that in this, as in ordinary municipal assess- 
ments, special ornamental features will not be assessed at full value. 


Mr. FLEMING: The minister retains the final right of decision to say 
what is ornamental or non-functional. 


Hon. Mr. Harris: That is right. 


Mr. APPLEWHAITE: This would make the National War Memorial non- 
assesssable. 


Hon. Mr. Harris: That is right. 


Mr. FULTON: Paragraph 4 raises an interesting point. As I read the 
definition it looks as if the east block and the land on which it stands, as 
well as the west block and the land on which it stands within the grounds of 
the parliament buildings will not be excepted. 


Hon. Mr.: Harris: As to it being excepted, our parliament building is 
named in the opening words of that clause, as well as the lands comprising, 
or the lands on which we have the buildings, which extend from Wellington 
street through to the Ottawa river. 

Mr. Futton: Why are not the east block and the land on which it stands, 
and the west block and the land on which it stands not excepted? © 

Hon. Mr. Harris: We except the parliament buildiag as such because of 
the nature of its use. Whereas the east and west blocks are normally offices 
of the government, this is a parliamentary establishment. 

Mr. Futon: Surely the complete set of parliament buildings should be 
treated as. a whole, being the site of the government of Canada. 

Hon. Mr. Harris: I do not think they include the east and west blocks 
as parliament. They are government offices. 

Mr. FuLTON: They were set aside as a site for the parliament buildings, 
using that word in its rough sense, long before Ottawa existed as a city com- 
parable to what it is today. sine 


Hon. Mr. Harris: They may appear to be generous to Ottawa then, in 
your light. 


Mr. FtemiInG: What municipal services does the city of Ottawa render to 
the buildings and lands on which the parliament building, and the east and 
west blocks are located? 


Hon. Mr. Harris: Fire and garbage. 
Mr. FLteminc: Fire and garbage? 
Hon. Mr. Harris: And sewage. 


Mr. FLEMING: Is there any difference in the municipal services rendered 
as between the east and west blocks on the one hand and the parliament 
building on the other? 
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_ Hon. Mr. Harris: No, I do not think that the purpose of the exception 
was the difference in services; it was the difference in the use of the building 
concerned. Let me put it this way: we do not feel that parliament should be 
included for assessment purposes in Ottawa because of the use of the building. 
On the other hand, we do not wish to exclude any more than is reasonable 
under the circumstances. 


Mr. Fuemine: Is it regarded that the parliament building is being put 
to a non-functional use? 


Hon. Mr. Harris: I do not think Ottawa would object if I said it was 
such a use. 


Mr. FLemine: Not ornamental or decorative anyway. There is no 
difference, I take it, in the municipal services rendered to the east and west 
blocks on the one hand, and to the parliament building on the other. 

Hon. Mr. Harris: There is a distinction, but perhaps not a difference. 
I am told that for half the year there are fewer people in this building than 
in the other two building, but that is not my point. We have our protective 
services which we do not maintain in those other buildings. We do provide a 
protective service, but not of the type which I have here. The purpose of the 
exclusion here is simply because parliament, as such, functions here. The same 
thing is the case in the United Kingdom where the parliament buildings are 
exempt, but not the rooms used as offices. 

Mr. FLtEmMiInG: There are no other differences as regards the municipal 
services? 


Hon. Mr. Harris: Not for this purpose. 
Mr. Low: Have we got to clause 1, sub-clause 3, Mr. Chairman? 
The CHAIRMAN: Please proceed. 


Mr. Low: With respect to Indian reserves being excluded in this clause, 
why was that done? What experience have you had with municipalities 
claiming grants in lieu of taxes? 

Hon. Mr. Harris: Indian reserves are often situated in several 
municipalities, so that it is a little difficult to decide which municipality pro- 
vides the best service or the most service for the government-owned property 
in the reserve. Therefore, it was decided to exclude them from the bill and 
to permit the Department of Citizenship and Immigration to make whatever 
arrangements they considered appropriate. 


Mr. Low: That provision is being maintained. 


Hon. Mr. Harris: Yes; the Department of Citizenship and Immigration 
will look after the grants and payments from now on. 


The CHAIRMAN: Does clause 1 carry? 
Carried. 


1. (1) Paragraph (a) of section 2 of the Municipal Grants 
Act, chapter 182 of the Revised Statutes of Canada, 1952, is 
repealed and the following-substituted therefor: 


(a) “accepted value” means the value that, in ths Ceulit  e 
opinion of the Minister, would be attributed by a 
municipal taxing authority to federal property, with- 
out regard to any ornamental, decorative or non- 
functional features thereof, as the base for computing 
the amount of real estate tax applicable to that 
property if it were taxable property; 
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(2) Paragraph (c) of section 2 of the said Act is amended 
by deleting all the words therein preceding subparagraph (i) 
thereof and substituting the following therefor: 
(c) “federal property’ means real property owned by 
Her Majesty in right of Canada but does not, except 
as provided in subsection (5) of section 6 and sub- 
section (3) of section 7, include 


(3) Subparagraph (ii) of paragraph (c) of section 2 of 
the said Act is repealed and the following substituted therefor: 
(ii) a park, historical site, monument, museum, pub- 

lic library, art gallery or Indian reserve, 


(4) Paragraph (c) of section 2 of the said Act is further 
amended by deleting the word “or” at the end of subparagraph 
(v) thereof and substituting therefor the following: 


(v) except when otherwise prescribed by the Minister, 

real property owned by Her Majesty and leased to 

or occupied by a person from whom, by reason of 

his interest in or occupation of that real property, a 

municipal taxing authority may collect real estate 
tax, or 


(vi) the building known as the Houses of Parliament, 
including the Peace Tower and the Parliamentary 
Library, and the lands in the City of Ottawa bounded 
as follows: on the north by the Ottawa River; on 
the south by Wellington Street; on the east by the 
centre line of the roadway immediately adjacent to 
and west of the building known as the East Block 
and the projection of that line to the Ottawa River 
and Wellington Street; and on the west by the centre 
line of the roadway immediately adjacent to and 
east of the building known as the West Block and 
the projection of that line to the Ottawa River and 
Wellington Street; 


(5) Subparagraph (ii) of paragraph (e) of section 2 of 
the said Act is repealed and the following substituted therefor: 


(ii) on persons who are lessees or occupiers of real 
property owned by any person exempt by law, 


Mr. FLEMING: I have one question with respect to sub-clause 5 of clause 1. 


Is there any case where an owner of property which is leased to the Crown now - 


pays more taxes than the Crown contributes? > 
Mr. DreutTscH: Generally speaking, sir, if an owner leases property to the 
Crown, arrangements usually are made whereby the owner pays the taxes. 
Mr. FLEMING: That is the normal arrangement? | 
Mr. DeutscH: Yes. 
The CHAIRMAN: Does clause 1 carry? 


Carried. 


Does clause 2 carry? 


Carried. 


Does clause 3 carry? 


Carried. 
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Does clause 4 carry? 
Carried. 


Does clause 5 carry? 


5. Subsection (2) of section 7 of the said Act is repealed and the follow- 
ing substituted therefor: 


“(2) No grant shall be made under subsection (1) in respect of any part 
of the cost of a local improvement that the municipality has received from any 
person or may recover from any person as a special assessment. 


(3) For the purposes of this section, “federal property” includes any 
property referred to in subparagraphs (ii), (iii) and (vi) of paragraph (c) of 
section 2.” 5 


(3) The accepted value of Class A property in respect of which, for any tax year, 
a grant is made pursuant to section 6 or the municipality may recover or has received taxes 
from any person, in respect of that tax year, be excluded from the total accepted value of 
Class A property in the municipality in calculating a grant under this section. a 

(4) The Minister may, in determining the amount ofa grant under this section, deduct 
from the amount that might otherwise be payable an amount that, in his opinion, represents 
the value of a service that is customarily furnished by the municipality to real property in 
the municipality and that Her Majesty does not accept in respect of Class A property in the 
municipality.”’ 


The purpose of this amendment is to provide for the following: 
(1) a grant on the excess over two per cent instead of four per 
cent as at present; 
(2) elimination of two reduction factors in the present grant 


formula; 
(3). conformity with the new subsection (4) of section 6 (see clause 
4); and 


(4) deductions from grants to certain municipalities where the 
Crown provides to taxable properties in those municipalities services 
normally provided by them. 


Mr. FuLToNn: I wonder if the minister would say a word with respect to 
the application of this new clause which, I understand, means that the federal 
grant will now be paid. 


The CHAIRMAN: That is clause 6, Mr. Fulton. 
Mr. FULTON: No, clause 5. I wonder if the minister would say a word as 


to the application of this clause. 


Hon. Mr. Harris: You mean clause 5, sub-clause 3? 
The CHAIRMAN: Clause 5, sub-clause 3 (iii). Is that it? 
Mr. FLeEmtInc: I have got one on the third. 

The CHAIRMAN: Mr. Fleming has a question on (iii). 


Mr. FLEMING: On (iii), about the provision for reduction of the value 
by the minister with respect to non-excepted service; could he give us an 
example of such a deduction? . 


Mr. DEUTSCH: With respect to some federal property we supply our own 
services; sometimes we have property where we supply our own fire protection; 
sometimes we have property in respect to which we supply even our own 


schooling, as is the case with some of the national defence property, in some 
_ cases, we supply our own police protection. In such cases appropriate deductions 


are made for the value of the services which we ourselves supply and which 
the municipalities do not have to supply. 


Mr. FLEMING: I understood that, but I was looking for concrete examples 
of municipalities and amounts. 


Mr. DEUTSCH: Well, Halifax. 
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My. FLEMING: Can you give us three or four typical examples? 
Mr. DeutscH: In the case of Ottawa, for instance, we supply a certain 


number of parks in the city and we deduct, I think, $67 thousand for the e 


services rendered by the fact that we supply parks in the city of Ottawa. 

Mr. FLEMING: Yes. 

Mr. DeutscH: And at Halifax we have a fire-boat. 

Mr. FLEMING: What do you deduct on that account? | 

Mr. DeutscH: I have not got the actual figure; but there are deductions 
made for the services rendered by our fire-boat.. 

Mr. FLEMING: Could you give us any other examples? 

Mr. DeutscH: Yes. We supply a good deal of policing in Ottawa, such as 
the mounted police and our own police services to protect our own property, 
and I think we make a deduction of $80 thousand for the police protection 
which we provide ourselves. Those are a few examples; at the Currie barracks 
in Calgary we provide our own schooling and make a deduction for that. 

Mr. FLEMING: How much? 

Mr. DeutscH: $10 thousand, or $15 thousand in that case. 

Mr. FLEMING: Do you, in setting the deduction, try to make it correspond 
with your own expenditure in providing that service, or do you set it in the 
amount that the municipality might have to increase its expenditure in order 
to provide that service? 

Mr. DeutscH: It is the latter; we try to make a deduction which would 
be equivalent to what it would cost the municipality if it had to provide this 
service. 

Mr. WEAVER: Are we on clause 6 yet,’ Mr. Chairman? 

The CHAIRMAN: No, we are on clause 5 at the moment. 

Mr. Fuuton: On clause 5, would you say a word as to the effect of this 
clause, and particularly with respect to the effect of the new sub-clause 3? 

Hon. Mr. Harris: With respect to clause 5, I think the purpose is clear 
when you read the three clauses together. This is the clause which makes a 
grant to a municipality, but not extending the full amount of the cost of the 
local improvement which has been assessed against the federal treasury. 

Sub-clause 3 which has been referred as clause 9, includes for the purposes 
of clause 7 the items in clause 2 which are not normally included, that is, parks, 
historical sites, monuments, museums, public libraries, art galleries, or Indian 
reserves, also real property owned by the Canadian National Railways or the 
government, or by a board or agency of the government. In other words, for 
the purpose of paying our proper share of the cost of local improvements, we 
include certain properties which are not included for other purposes of the Act. 

Mr. Futton: This clause as amended now provides that the cost of local 
improvements adjacent to federal property not now included can be paid to 
municipalities, notwithstanding the fact that the total federal property in 
that municipality does not exceed 2 per cent. 

Hon. Mr. Harris: That is right. ! 

Mr. FuLToN: They stand on their own feet. 

The CHAIRMAN: Does clause 5 carry? 


Carried. 
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Clause 6. 
Mr. MACDONNELL: The old section 8 of the Act said: 


6. Section 8 of the said Act is repealed and the following substituted 
‘therefor: 


“8. A grant may be made to the City of Ottawa in an amount that, in 
the opinion of the Minister, is a reasonable compensation for the expenses 
incurred by that City in furnishing services to the property referred to in 
subparagraph (vi) of paragraph (c) of section 2. 

Can that principle be applied anywhere else? 

Hon. Mr. Harris: I beg your pardon. I would like one minute. 

Mr. MACDONNELL: With respect to the old section 8 which is mentioned 
in clause 6. ? 

Hon. Mr. Harris: Yes. : 


| Mr. MACDONNELL: Section 8 stipulated that a grant could be made to the 
city of Ottawa in an amount that, in the opinion of the minister, was a 


reasonable compensation for the expenses incurred by that city in furnishing 


services to the property referred to in sub-paragraph (vi) of paragraph C 
of section 2. Is that a special principle applied there and different from 
other municipalities? — 7 

Hon. Mr. Harris: Yes, it is, Mr. Chairman. That is the exception which is 
referred to in 2-C. We can make a special grant to Ottawa having in mind 
the property which has already been referred to partially in the preceding 
five, but defined in 2-C. 


Mr. MACDONNELL: Wouldn’t that be a reasonable principle to apply right 
across the board? 

Hon. Mr. Harris: We have always had a special grant for the city of 
Ottawa since I came here in 1940, when it was $100 thousand at that time. 

Mr. MAcDONNELL: Why does the principle not apply right across the 
board? 

Hon. Mr. Harris: Because you will find that a considerable part of Ottawa 
consists of federal property, to an extent which does not obtain anywhere else. 

Mr. MAcDONNELL: I think we would accept that; but that does not seem 
necessarily to mean that you have to apply an entirely different principle. 
This is reasonable compensation. 

Hon. Mr. Harris: I think the reason is that the grants to Ottawa have 
always been in a special class because of the situation here as the place of 
government. But I do not think you would want us to have an Act 
administered on the basis of this phrase with respect to other municipalities. 
I am sure you would be the first to object to unlimited authority in the 
minister to use that except in this case, where there have been some adjust- 
ments made. 

The CHAIRMAN: Are you finished, Mr. Macdonnell? 

Mr. MACDONNELL: I shall wait. 


Mr. APPLEWHAITE: I think we are arguing at cross-purposes. Clause 8 
to which Mr. Macdonnell referred, as I read it, specifically refers to two-six. 
Hon. Mr. Harris: That is right. 


Mr. APPLEWHAITE: Because these are the houses of parliament and this 
takes them out of the averaging clause. Therefore we have suggested that 
in this particular building, for certain reasons, they will not assess, but we 
will make, nevertheless a special compensation. 
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Hon. Mr. Harris: That is right. 

3 Mr, WEAVER: I would like to ask a question in respect to’ the new clause 9. 
Would this clause cover such a place as the town of Churchill in Manitoba, 
which while in organized territory could not be considered to be a city, 
town, or village in the ordinary sense. The civilian population there is 
Broded by federal property in the form of elevators; the Department of 
Transport has many stations there, and there is an army camp. The civilian 
population is in the centre without the services which normally would be 
accepted as normal in that part of Canada, and their tax sources are ae 
inadequate to take care of the situation. 


Hon. Mr. Harris: We are studying the question of Churchill at the moment 
and trying to establish its actual status as a municipality or a rural municipality 
or whatever it might be. When that decision is made, it can be fitted into one 
of the’ designations in the Act, or if it cannot, it can be fitted into clause 9. 
Mr. FLEMING: We are not through with this matter of whether we are 


at cross purposes, because if the matter was as simple as Mr. Applewhaite 
put it, there would be no occasion for the provision in clause 8, because the 


point about excepting the parliament buildings has already been dealt with 


in one-six. There is, as the minister acknowledged, a different approach to 
Ottawa. What is ae reason for the difference in approach? Is it because of 
the particularly heavy concentration of federally- owned property in Ottawa, 
or is it because. Ottawa is the capital of Canada? 


Hon. Mr. Harris: Perhaps I have unintentionally misled the committee, 
but I was referring to the parliament building. Mr. Applewhaite set it out 
more clearly than I did. I said while we had excluded the parliament building 
from the base for assessment purposes, nevertheless we put in this clause to 
provide a reasonable amount in connection with.such services which may be 
provided in connection with the tse of that property. 


Mr. FLEMING: You are referring to the right to make a grant, instead of 
an actual grant under the Act to compensate the city of Ottawa for its pro- 
vision of municipal services for the parliament building. 


Hon. Mr. Harris: That is right. 


Mr. Fuemtinc: Is that the only use that can be made of the powers under 
clause 8 of the Act? 


Hon. Mr. Harris: Clause 8 refers specifically to the grant to the city of 
Ottawa with respect to the expenditure incurred by that city in furnishing 
services to the specific property referred to in 6-C-2 which, in my reading of 
it, refers only to that property. 


Mr. FrEmMING: So the effect of clause 8 is based on the municipal services 
rendered by the city of Ottawa to the parliament building? 


Hon. Mr. Harris: It does not say municipal services; it says: “furnishing 
services’’. 


Mr. FLEMING: But a municipality can only provide municipal services. 
Hon. Mr. Harris: Presumably, but I would not like to argue the case. 
Mr. FLEMING: The whole effect of clause 8 is confined to See one property? 
Hon. Mr. Harris: Yes! 


The CHAIRMAN: There is an amendment to clause 8 which will not take 
anything from Ottawa, I hope. 


Hon. Mr. Harris: It is somewhat lengthy but I will run through it Guieiiiy 
because it defines what I have already tried to say. The classes which are 
provided for in clause 6 remain as they are. They were numbered 8 and 9, 
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and are now renumbered 9 atid 10. What I am about to read are the preceding 
_ sub-clauses. ; 


8. (1) 'A eee may, pursuant to this section, be made to a munic- 

ipality in respect of real property that is — 
(a) owned by Her Majesty in right of Canada, 
(b) leased to or occupied by a person who is an employee of Her 

Majesty i in right of Canada or a member of the Canadian Forces, and 
(c) is used by such person as a domestic establishment. 

(2) Subject to sub-section (3) the amount of a grant made pursuant 
to this section shall not be greater than a fraction of the accepted value 
of property in respect of which a grant may be made under this section, 

, such fraction to be determined as follows: 
(a) the numerator is the total amount of the real estate tax levied in the 
appropriate tax year, and 
(b) the denominator is the assessed value of all taxable property in 
the municipality. 

(3) Where in preparing its budget for any tax year a municipality 
has not taken into account the amount of a grant that may be paid 
under this section the denominator of the fraction referred to in sub- 
section (2) shall be the assessed value of all taxable property and the 

) accepted value of the property in respect of which a grant may be 

a made under this section in the municipality. 

q (4) The Minister may, in determining the amount of a grant under 

this section, deduct from the amount that might otherwise be payable 

: an amount that, in his opinion, represents the value of a service that 
4 


4 
= 
: - 
4 
, 
4 


would customarily be furnished by the municipality to the property 
in respect of which the grant is made and that Her Majesty does not 
accept in respect of that property. 

(5) No grant shall be made under this section in respect of 
(a) property in respect of which a grant has been made under section 5, 
oe (b) property described in subparagraph (iv) of paragraph o, of 
. section 2, or © 
a (c) property in respect of which a real estate tax has been levied on a 
person described in paragraph (6) of. subsection (1). 
: (6) In applying paragraph, (a) of section 2 to this section, the 
words “federal property’ shall be construed as meaning property in 
‘ respect of which a grant may be made under this section. 


: Mr. FLteminc: It would be easier to understand if it were in Greek. 
a Hon. Mr. Harris: I am not expecting you to pass on it. 
: The CHAIRMAN: Can you tell us what it means in a sentence or two? 
Mr. Fuuton: Let us carry the rest of the Bill and have this later? 
The CHAIRMAN: Let us hear from Mr. Deutsch. 
Mr. DeutscH: This amendment in simple words would authorize the gov- 
ernment to make grants in lieu of taxation on residential property owned 
by the Crown which is occupied or leased to employees of the Crown. That 
is what it means. 

Mr. MacDONNELL: Couldn’t you have said it in those words? 

Mr. Deutscu: In respect to this property, residential property owned by 
the Crown in which its own employees reside, the grant will be made without 


: 
the two per cent floor limitation; in other words, there will be a full payment. 
The grant will be made in respect to the full taxes on such residential property. 
P Mr. MacDONNELL: Are they taken into account in making up your general 
calculation as to the percentage, or are they to be treated separately? 
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Mr. DeutscH: They are to be treated separately. r 


Mr. FLemMiInG: Why is an exception made in this case, ‘from the ordinary 


rule of the two per cent floor? 


Mr. Deutscu: Because the government felt that in the case of residential - 


property it is more synonymous with general residential property in a munic- 


ipality. In many cases wé enjoy complete and full services from the municipal-_ 


ity in respect to that residential property, and in that case we should pay the 
equivalent of the full taxes. 

The CHAIRMAN: It is a very good principle. 

Mr. MacDoNNELL: Does that go for living quarters for troops? 

Mr. DEUTSCH: Yes sir. 

Mr. FLEMING: Does this only apply to municipalities which meet the 
over-all requirements of the two per cent floor? 

Mr. DEeutTSscH: No. 

Mr. FLEMING: Does it apply to every sau hloipaliee in Canada. 

Mr. DeutscH: Suppose you Have a big city in which the only federal 
property is one residential unit. The taxes would be paid on that one 
residential quarter. | 

Mr. FLEMING: We were even told that the estimated cost of, new school- 
ing under the amended Act would be $6 million a year. How much is 
estimated to be involved in this amendment? 

Mr. DeutscH: If we include the Department of National Defence it may 
be that as much as $1 million is involved in it. 


Mr. FLEMING: That would increase the total, as provided by the bill, to © 


$7 million a year. 

Mr. DEutTScH: That is right. 

Mr. Fuemrinc: Is there provision for pro-rating? Suppose a property is 
only occupied for a part of the year by the tenant who is an employee of 
the Crown, and for part of the year by a tenant who is not such an: 
employee? 

Mr. DeutscuH: That would be a very unusual case because normally the 
residential quarters which the government owns are only occupied by its 
own employees. We do not go into the business of renting to people who are 
not our own employees. Are you referring to the case where the government 
acquires a property during the course of the year? 

Mr. FLEMING: Yes, or it could be disposed of during ne course of the 
year. 

Mr. DEutTscH: We have a provision whereby we can pay for the period 
during which we own it. : 

Mr. FLEMING: In the case I put to you there would be pro-rating? 


Mr. FULTON: Do I understand the minister is not proposing to introduce 
an amendment here, and a so, any such amendment will be produced in 
the House? 


The CHAIRMAN: No, we will have it here and it will be part of the recom- 
mendations on this bill. 


Mr. MAcDONNELL: Are we to meet again? 


The CHAIRMAN: If you like. We have heard the Amendments and we will 
have it reprinted if you wish, but as the proposal before us involves an 
increased charge on the public all we can do is recommend the advisability of 
making the Amendments. We cannot make an Amendment that involves 
increase in expenditure. 
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‘Mr. HANNA: Would this amendment also apply to a group of houses built 


for national defence, and where national defence was also building the 
school? 


Mr. DeutscH: Yes, but we would make a deduction for the services which 
we did not receive. If we supplied our own schooling, we would have to make 
a deduction equivalent to what it would cost the municipality to provide 
such service. 

Mr. TucKEeR: Should there not be a provision in this Act? For example, 
in Saskatchewan they tax the R.C.M.P. officers who are living in federal 
buildings in respect to the occupancy of those buildings, to cover the cost 
of schools, and so on. That is done to provide the municipality with taxes. 


In view of their levying taxes on those individuals, is there a provision 
“~whereby they do not get both? 


Mr. DEuTScH: Yes. This grant will be paid in lieu of taxes on residential 
property where the municipality does not tax the tenant. If the municipality 
taxes the tenant, then it would not get the grant in addition. It would only 
get it in the case where it did not tax the tenant. 


Mr. TucKER: I have another question on clause 9. Clause 6 indicates the 
exception in regard to municipalities by reason of the existence of federal 
property within or near their borders. I have in mind where a great part 
of a municipality has been taken over for camp purposes. That has hap- 
pened in respect to the camp at Dundurn. As I understand it, the tran- 
sitional grants are paid, but the municipality has debts of one kind or another 
for building schools and so on. Those transitional grants would seem to be 
very short, but they still have to pay for debts incurred for building schools, 
roads, and so on. Would this definition cover the cost of maintaining these 
schools? I take it that “incurred” means expenditures such as where they 
use roads or something like that. Shouldn’t there be a provision made whereby 


when they take over a large part of a rural municipality, there should be 


some continuing grants in addition to the transitional grants? In that event 


'gome sort of.principle should be applied, and there should be some sort 


of compensation as provided in clause 8 in respect to services provided by 
the municipality. In other words, I think that “incorporated” is broad 
enough in clause 9; it should be broad enough to take in compensation to 
the municipality not only for the expenditures which may be incurred on 
account of the property being there, but the cost of the service that is 
provided. Otherwise if it happens that the municipality is taken over for 
a camp, it is liable to put a tremendous burden on the remaining taxpayers, 
and I do not think that the transitional grants cover it. I bring that matter 
to the attention of the minister because a great part of the property at 
Dundurn has been taken over as a bombing range and a military camp. I 
inquired about the continuation of the transitional grants, and I learned that 
they would cease in the next few years. : 


Hon. Mr. Harris: We could conceive of where a property would be taken 
over to that extent, and there would be a larger burden left on the remaining 
property holders. If that should occur, we could consider it. But bear in 
mind that under the amendment which I just read, and which was so well 
illustrated by Mr. Deutsch, if, in this particular case at Dundurn, there had 
been houses established in the camp for quarters, the municipality would 
obtain taxes from them,-which would compensate them for the land. 

Mr. Tucker: They get taxes to-day under the provincial law in Saskat- 
chewan, if a person occupies a building on Crown land, even though he is 
an employee of the Crown, he must pay for the use of the schools and so on. 
Accounts are rendered and they try to collect them. I do not know that 
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they always succeed, but if the tenants do not pay taxes, they have to pay 
more heavily to send their children to school in cases where they make use 
of the high school and services like that. I would not be surprised if people 


living in those camps are paying the same as those who live in the municipality 
today. - Pes 


Mr. DEutTScH: Under the amendment which was read by the minister, if 
there are houses occupied by service personnel, and if the amendment is 
adopted, then the municipality would receive a grant in. lieu of taxes on 
those houses. Now it may be that at the present time the municipality is 
trying to tax the tenant. In future that will not be necessary. The govern- 
ment would pay a grant in lieu of taxes to the municipality and the munic- 
ipality would be relieved of the burden of chasing the individual and trying 
- to collect. 


Mr. Tucker: It should deal with the situation there, because there is not 
a heavy population at the camp in the way of service personnel. _It was taken 
over. gradually for a bombing range. It is a matter of removing a substantial 
portion of the rural population, and members of the municipality from the tax 
roll, and that leaves a very heavy burden on the remainder. I would ask that 
the matter be considered, because I know it would hit a rural municipality in 
a different way than it would hit a city. 


Hon. Mr. Harris: It arises in every case where the federal government 
expropriates land. There is bound to be a decrease in the income of the 
municipality to that extent. But part of the purpose of this Act is to overcome 
that difficulty, although not specifically in the manner you are indicating. 

Mr. Tucker: If they do go on and supply services, then I submit that the 
rural municipality should get just as much consideration as the city of Ottawa, 
where a rural municipality has a large part of its real estate taken for a camp, 
which is very extensive; I would suggest that there is a question of maintaining 
roads and paying off debts which have been incurred to build roads and so 
on. There should be a more generous scheme for transitional grants than 
there is today, because I understand that transitional grants will cease within 
two years; and when large areas are taken over I submit that some considera- 
tion should be given to it. I am not asking that the Bill be held up, but I 
urge that consideration be given to this matter. 3 . 

Mr. HANNA: I wonder if the minister would explain how he proposes to 
deal with the problem where you have a large military camp moving into a 
rural municipality with thousands of troops and vehicles which cut up the 
rural and municipal roads? In the case I have in mind, a rural municipality 
has received nothing to date, although the camp has been there for well over 
five years. 4 


Hon. Mr. Harris: Since the war, and during the war, we tiave made grants 
of various kinds for construction, or for payment by way of damage caused 
to roads under those conditions. I am sure it will hold in the case my hon. 
friend referred to. 


Mr. HANNA: Where should a municipality apply to get payment for dam- 
ages alleged to be done to its roads? So far it has drawn nothing. 

Hon. Mr. Harris: So that there will be no suggestion of political influence, 
perhaps you should write your letter to the Department of Finance. 

Mr. APPLEWHAITE: In answer to Mr. Tucker’s first question, you said that 
where taxes were not paid, grants would be made by the Crown. That is right, 
in so far as we are making sure that the municipality does not collect twice. 
But suppose that situation should arise. We do not want the Crown, in the 
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right of the Dominion, to be saving money at the expense of its employees 
who are tenants. What provision is made to compensate the tenant who is 
paying municipal taxes? 

Mr. DEUTSCH: What we hope to do if this amendment passes is this: we 
will probably write to the municipalities where we have such housing, and 
inform them that parliament has now passed ye amendment, and we would 
inform them that if they accepted a grant in’lieu of taxes, we are prepared 
to make such a grant. In that case it would not be necessary for them to tax 
the tenant. We hope the municipality would find it to be a more convenient 
way to proceed than by taxing the tenant. 

Mr. FLEMING: Provided that the amendment is the same as you have in 
mind at the moment, or is an identical amendment; otherwise there is some 
problem. 

Mr. DEuTSCH: The theory is that they would get an equivalent amount. 


Mr. FLEMING: You would have to agree on the assessment in order to pay 
that amount in lieu of taxes. 


Mr. DEUTSCH: We would have to be satisfied that the principles are the 
same. 


Mr. APPLEWHAITE: You assume that the municipality will meet you. But 
supposing they do not? . 


Mr. DreutscH: In case the municipality does not, and it taxes the tenant, 


_. we wont pay twice; and they will have to collect from the tenant. 


Mr. APPLEWHAITE: What will the appropriate government department do, 
adjust the tenant’s rent? 
| Mr. DeutscH: Yes, in that case it would probably adjust his rent. 

Mr. APPLEWHAITE: We cannot save money by expecting a group of em- 
ployees to be taxed by the municipality. 

Mr. DEuTSCcH: No. 

The CHAIRMAN: Does clause 6 tarry? 

Mr. RicHARDSON: In respect to draughtsmanship, according to section 2 of 
the amendment you will abolish class ‘“‘B” property, leaving only class ‘A”’ 
property. Has the draughtsman, merely for ease of draughtsmanship retained 

class “A”? Otherwise, why do you use class “A’’? 

7 Hon. Mr. Harris: Just for ease in draughtsmanship. 


Mr. RicHarpDson: In that event, should not clause 2 of the amendment 
also go on to say that sub-clauses 2 and 3 of the present section 3 are re- 


~. numbered? 


Hon. Mr. Harris: It could. As a matter of fact, in the consolidation 
which I have before me, they are numbered “A” ‘and “B”. 

The CHAIRMAN: Does clause 6 carry? 

Carried. / 


Does clause 7 carry? 

7. Notwithstanding section 3 of this Act, a grant in respect of a municipal 
tax year commencing before the Ist day of January, 1955, may be made under 
section 5 of the Municipal Grants Act as in force immediately before the com- 
mencement of this Act if an application therefor is made before the lst day 
of July, 1955, but not otherwise, and no grant in respect of such a municipal 


S tax year shall be made under section 5 of that Act as enacted by this Act. 


Mr. FLEMING: I have one point on clause 7. There is a cut-off date of 
July 1st. There will be a considerable number of municipalities which will 
qualify for a grant under the new amendment which did not qualify before. 


¢ 
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Some of them are remote municipalities. We hope that all of them are 
acquainted with the provisions of the Bill, but it may be that in some cases 
the municipal councils do not meet as often as they do in some of the urban 
municipalities, and news does not travel as fast. It seems to me that if this 
. section is enacted in its present form, we will find a number of municipalities 
which are not aware that there is a cut-off date, and thereby they will be 
denied the benefit of this Bill. I suggest that the cut-off date should be lifted 


out of the section, or considerably advanced because I venture to say that 


the provisions of this Act will not be brought to the attention of very many 
municipalities in the group affected unless there are those who have their 
own solicitors, employed full time. 


Hon. Mr. Harris: This applies of course only to those who would benefit 


under the Act as it was before this amendment. This does not apply to bar | 


those who would now take benefits under the amendment. It applies to those 
‘who have had since 1950 in which to apply. The purpose of clause 7 is to 
put a cut-off date on that group. 

Mr. FLEMING: We are clear then that there is no cut-off dates in respect 
to those who are to be permitted to receive the benefits of the Act. 
Hon. Mr. Harris: No. This is only for those who have had since 1950 

within which to qualify for benefits under the Act. 

Mr. FLEMING: The minister says there is no cut-off date in the Act with 
respect to other municipalities, those who have not qualified hitherto under 
the four per cent rule, but who may-~still qualify under the two per cent 
formula. 

Hon. Mr. Harris: Quite so. 


Mr. TucKER: Could we not approve clause 6 with the armendment 
without the necessity of holding another meeting? 


The CHAIRMAN: As a matter of fact, since the amendment is one which > 


involves the expenditure of money, all we can do is to recommend it. 


Mr. MACDONNELL: We can very well discuss it when it comes to the com- | 


mittee of the whole. 
The CHAIRMAN: Shall clause 8 carry? 
Carried. 


Shall the title carry? 
Carried. 


Mr. MACDONNELL: We have been denied the opportunity to discuss the 
principles underlying the bill. 


The CHAIRMAN: I began, this morning, by saying that.you could discuss 
anything you wished to discuss. You are now at liberty to do that, and if 
we need another meeting, I will call.one at your convenience in order for you 
to discuss it. 


Mr. MACDONNELL: We have been denied an Sep Cr ah of getting the 
views of those who were most interested. 


The CHAIRMAN: You had a motion and the committee passed judgment 7 


on it. 
Mr. MACDONNELL: I know, but I want to repeat that it has been the play 
without Hamlet. 

The CHAIRMAN: We too are concerned about paying out nearly $7 million. 
We have been quite generous in recent years increasing the amounts from 
three to six and now to seven million. 


“ 5 
Tie ae 


{ 


BANKING AND COMMERCE ; 39 


>} 


Mr. FLEMING: It is a proper matter for comment that the people who have 
an interest in this would naturally attend to bring their values before a par- 
: Bacay group, that is, before a committee like this which is one of the 


Mr. CRESTOHL: I think that Mr. Mecdonnell’s statement is purely Noadariie. 

The CHAIRMAN: Shall the title Page 

Carried. 

“Shall the Bill carry? 7 

‘Carried. 

Shall I report the Bill without amendment and make a recommendation 
to the House on the proposed amendment to Clause 6? 

Carried. 


Thank you very much. The committee is adjourned to the call of the ‘chair. 
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42 STANDING COMMITTEE 
' REPORT TO THE HOUSE 


THURSDAY, June 23, 1955. 


The Standing Committee on Banking and Commerce begs leave to present 
the following as its ; 


SEVENTH REPORT 


Your Committee has considered Bill No. 452, An Act respecting Loans to 
assist Fishermen engaged in a Primary Fishing Enterprise, and has agreed 
to report the said Bill with the following amendments: 

(1) by adding immediately after subclause (1) of Clause 2 the following 
new subclause (7): 


(j) “lender” means 
(i) a bank, and 
(ii) a credit union, caisse populaire, or other co-operative credit 
society designated by the Minister as a lender for the purposes 
of this Act; 


(2) by relettering subclauses (j), (k), (1) and (m) as (k), (1), (m) and 
(n) respectively. 

(3) by deleting the word “bank” wherever it appears in clauses 3, 4, 
6(a), 7, 9, 10 and 11 and substituting therefor the word “lender”. 

Your Committee considered certain proposed amendments to subclause 
(b) of Clause 6 of the said Bill but as these amendments contemplate a greater 
liability than is set out in the Bill and as a result thereof a possible increased 
charge on the public, your Committee is of the opinion that it has no option 
under the rules of the House and the terms of its Order of Reference but to 
report the said subclause without amendment. Your Committee would, how- 
ever, recommend that the Government give consideration to the advisability | 
of introducing the following amendments to subclause (b) of Clause 6 of 
Bill No. 452. 

(b) to make any payment 

(i) to a bank in respect of loss sustained by it as a result of a guar- 
anteed loan made after the aggregate principal amount of the 
guaranteed loans made by all banks exceeds ten million 
dollars, or 

(ii) to any other lender in respect of loss sustained by it as a result 
of a guaranteed loan made after the aggregate principal amount 
of the guaranteed loans made by all such lenders exceeds ten 
million dollars. 4 


A copy of the evidence adduced is appended hereto. 
All of which is respectfully submitted. 


DAVID A. CROLL, 
Chairman. 


(Note: The Sixth Report dealt with Private Bills in respect of which ver- 
batim evidence was not recorded.) 
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MINUTES OF PROCEEDINGS 


Room 277,’ 
WEDNESDAY, June 22, 1955. 


The Standing Committee on Banking and Commerce met at 10.00 o’clock 


a.m. this day. Mr. David A. Croll, the Chairman, presided. 


Members present: Messrs. Anderson, Applewhaite, Arsenault, Ashbourne, 
Balcom, Benidickson, Bennett (Grey North), Cameron (Nanaimo), Fraser 
(Peterborough), Fraser (St. John’s East), Henderson, Huffman, Hunter, Mac- 
Eachen, Michener, Monteith, Philpott, Quelch, Richardson, Robichaud, Tucker 
and Weaver. 

The following Members being Members of the Standing Committee on 
Marine and Fisheries but not Members of the Standing Committee on Banking 
and Commerce were also present: Messrs. Barnett, Bell, Bryce, Kirk 
(Antigonish-Guysborough) and Nowlan. 


In attendance: Honourable Senator Cyrille Vaillancourt, and 


From the Department of Fisheries: The Honourable James Sinclair, Minister 
of Fisheries, and Messrs. G. R. Clark, Deputy Minister, S. V. Ozere, Assistant 
Deputy Minister, I. S. McArthur, Chairman, Fisheries Prices Support Board, 
Alistair Fraser, Executive Assistant to the Minister. 


From the Department of Finance: Messrs. J. F. Parkinson, Director, 
Economic Policy Division, and E. A. Oestreicher, an officer of the Economic 


‘Policy Division. 


From Credit Unions and Co-operatives: Mr. R. J. MacMullin of Antigonish, 
N.S., Managing Director, Nova Scotia Credit Union League; Mr. Alexander 
Laidlaw, Associate Director, Extension Department, St. Francis Xavier 
University, Antigonish, N.S., and representing the United Maritime Fishermen 
of Halifax, N.S.; Mr. Euclide Légere of Caraquet, N.B., representing La Fédéra- 
tion des Caisses Populaires Acadiennes; Mr. Louis Bérubé of Sainte-Anne de la 
Pocatiere, P.Q., Chairman, National Co-operative Fisheries Association; Mr. W. 
Breen Melvin of Ottawa, National Secretary, and Mr. D. Gordon Blair of 
Ottawa, Solicitor for the National Co-operative Union of Vanaday) Miro oR. wd: 
McMaster of Vancouver; B.C., representing the British Columbia Credit Union 
League; Mr. C. Gordon Smith of Hamilton, Ontario, Canadian Manager, Credit 
Union National Association, and Mr. C. B. Neopole, Assistant General Manager 
of The Royal Bank of Canada, and Mr. H. L. Robson, Assistant Secretary, The 
Canadian Bankers’ Association. 

The Committee commenced consideration of Bill No. 452, An Act respecting 
Loans to assist Fishermen engaged in a Primary Fishing Enterprise. 

On motion of Mr. Ashbourne, 


Ordered,—That the Committee print 750 copies in English and 200 copies in 
French of its Minutes of Proceedings and Evidence in respect of Bill No. 452. 

The Chairman laid before the Committee the following documents: 

1, Representations received by the Honourable James Sinclair, Minister of 
Fisheries, from the following organizations: 


1. Prince Rupert Fishermen’s Co-operative Association, Prince 
mupert, B.C. 
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2. Gulf and Fraser Fishermen’s Credit Union, Vancouver, BCS 
3. Prince Rupert Fishermen’s Credit Union, Cow Bay, B.C. and 
Prince Rupert, B.C. 7 | 


Ordered,—That the said documents be printed as an appendix to this day’s 


evidence. (See Appendix “A’’) 
The Chairman also laid on the Table briefs from the following 
organizations: 


1. Credit Union League of the Province of British Columbia. (See 
Appendix “B’’) 

2. La Fédération des Caisses Populaires Acadiennes. (See Appen- 
dix Sd Oaths 

3. National Co-operative Fisheries Association. (See Appendix “D”) 

4. Nova Scotia Credit Union League. (See Appendix “E’’) 


Ordered,—That the said documents be printed as appendices to this day’s 
evidence. 
_ The above documents appear as Appendix “B”’, “C”, “D” and 
“E” respectively. 

At 10.15 o’clock a.m., the Committee adjourned to meet again after the 
“Orders of the Day” were called in the House. 


At 11.25 o’clock am., a quorum having again assembled, the Committee _ 


resumed consideration of Bill No. 452, An Act respecting Loans to assist Fisher- 
men engaged in a Primary Fishing Enterprise. Mr. David A. Croll, the Chair- 
man, presided. 


Members present: Messrs. Anderson, Applewhaite, Arsenault, Ashbourne, 
Balcom, Benidickson, Bennett (Grey North), Cameron (Nanaimo), Cardin, 


Fraser (Peterborough), Fraser (St. John’s East), Henderson, Huffman, Hunter, — 


Macdonnell( Greenwood), MacEachen, Michener, Mitchell (London), Monteith, 
Philpott, Quelch, Richardson, Robichaud, Tucker and Weaver. 

. The following Members being Members of the Standing Committee on 
Marine and Fisheries but not Members of the Standing Committee on Banking 
and Commerce were also present: Messrs. Barnett, Bell, Bryce, Kirk 
(Antigonish-Guysborough) and Nowlan. 


In attendance: The same as at the previous sitting. 

Senator Vaillancourt called, made a statement on the growth of Les Caisses 
Populaires in the Province of Quebec, examined thereon and was retired. 

Mr. Melvin called, introduced Mr. Bérubé, and was- retired. 

Mr. Bérubé called, made a statement in support of the brief filed by the 
National Co-operative Fisheries Association (See gif ate “D”’), was ques- 
tioned thereon and retired. 


Mr. Smith called, introduced Mr. MacMillan, Mr. ee and Mr. McMaster, : 


and was retired. 
Mr. MacMullin called, made a statement in support of the brief filed on 
behalf of the Nova Scotia Credit Union League (See Appendix “‘E’’), was ques- 
tioned thereon and retired. 
Mr. Légere called, made a statement in support of the brief filed by La 


Fédération des Caisses Populaires Acadiennes of the Province of New Brunswick 


(See Appendix “C”’), was questioned thereon and retired. 

Mr. Laidlaw called, made a statement in support of the brief presented by 
the National Co-operative Fisheries Association (See Appendix “D’”), and also 
spoke on behalf of the United Maritime Fishermen of Halifax, N.S., was ques- 
tioned thereon and retired. 


At 1.00 o’clock p.m., the examination of witnesses still continuing, the 


Committee adjourned to meet again at 3.00 o’clock p.m. this day. 
\ 
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AFTERNOON SITTING 


Room 277, 
WEDNESDAY, June 22, 1955. 


~The Committee resumed at 3.00 o’clock p.m. Mr. David A. Croll, the 
B. Chairman, presided. 
= 


Members present: Messrs. Anderson, Applewhaite, Arsenault, Ashbourne, 
& Baleom, Benidickson, Cameron (Nanaimo), Cardin, Dumas, Fleming, Fraser 
- (Peterborough), Fraser (St. John’s East), Henderson, Huffman, Hunter, 
_  Macdonnell (Greenwood), MacEachen, Michener, Monteith, Pallett, Philpott, 
- Pouliot, Quelch, Richardson, Robichaud and Tucker. 
a The following Members being Members of the Standing Committee on 
_ Marine and Fisheries but not Members of the Standing Committee on Banking 
_ and Commerce were also present: Messrs. Barnett, Bryce, Kirk (Antigonish- 
- Guysborough) and Nowlan. 


: In attendance: Same as at the morning sitting. 
é The Committee resumed consideration of Bill No. 452, An Act respecting 
Loans to assist Fishermen engaged in a Primary Fishing Enterprise. 
= Mr. McMaster called, made a statement in support of the brief filed on 
_ behalf of the Credit Union League of the Province of British Columbia (See 
Appendix “B’’), examined thereon and was retired. 
. The Committee then commenced a clause by clause consideration of 
Bill No. 452. 
Thereupon Mr. Applewhaite laid upon the Table the following suggested 
amendments: | 
[* That Clause 2 of the Fishermen’s Improvement Loans Act be 
amended by adding thereto as Section (i)1 “lending institution” means 
. a loan, insurance, trust or other company or corporation, trustee of trust 
‘ funds, building society, credit union, or other cooperative credit society, 
a authorized to lend money on the security of real or immovable property, 
which shall be designated by the Governor-in-Council as a lending 
‘: institution authorized to make loans under this Act. 
a That there be inserted after the word “bank” wherever it appears 
in Sections 3, 4, 6, 7, 9, 10 and 11 of the said Act, the words “or lending 
institution”. ' 
After discussion and on the suggestion of Mr. Arsenault the words caisse 
F populaire were inserted in the suggested amendment after the words “credit 
= union’. 
After further discussion it was agreed that the said suggested amendments 
‘be submitted to the Department of Justice for drafting. 
At 4.15 o’clock p.m., the Committee adjourned to meet again at 10.00 
o’clock a.m., Thursday, June 23, 1955. 
R. J. Gratrix, 
Clerk of the Committee. 


& Room 277, 
s THURSDAY, June 23, 1955. 


= The Standing Committee on Banking and Commerce met at 10.00 o’clock 
kK ath. this day. Mr. David A. Croll, the Chairman, presided. 


Members present: Messrs. Applewhaite, Arsenault, Ashbourne, Balcom, 
_Benidickson, Cameron (Nanaimo), Cardin, Dumas, Fleming, Fraser (Peter- 
i borough), Huffman, Macdonnell (Greenwood), Monteith, Pallett, Quelch, 
ene Robichaud and Tucker. 
_ 
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The following Members being Members of the Standing Committee on 
Marine and Fisheries but not Members of the Standing Committee on Banking 
and Commerce were also present: Messrs. Barnett and Kirk (Antigonish- 
Guysborough). 


- In attendance: From the Department of Fisheries: Mr. G. R. Clark, Deputy 
Minister, and Mr. I. S. McArthur, Chairman, Fisheries Prices Support Board. 


From the Department of Finance: Mr. J. F. Parkinson, Director, and Mr. 
E. A. Oestreicher, an officer of the Economic Policy Division. : 


From Credit Unions and Co-operatives: Mr. R. J. McMaster of Vancouver, 
B.C., representing the British Columbia Credit Union League; Mr. W. Breen 
Melvin of Ottawa, National Secretary, and Mr. D. Gordon Blair of Ottawa, 
Solicitor for the National Co-operative Union of Canada, and 

Mr. C. B. Neapole, Assistant General Manager of The Royal Bank of 
Canada, and Mr. H. L. Robson, Assistant Secretary of The Canadian Bankers’ 
Association. 

The Committee resumed the clause by clause consideration of Bill No. 452, 
An Act respecting Loans to assist Fishermen engaged in a Primary Fishing 
Enterprise. 

The Chairman laid before the Committee a redraft of the suggested 
amendments tabled by Mr. Applewhaite at the previous sitting and a further 
suggested amendment by the Department of Finance. 


Clause 1 was considered and adopted. 


On. ‘Clause :2: 


Mr. Applewhaite moved 
That Clause 2 of the said Bill be amended by adding immediately after 
subclause (i) the following new subclause (j): 


(7). “lender” means 
(i) a bank, and 
(ii) a credit union, caisse populaire, or other co-operative credit 
society designated by the Minister as a lerder for the purposes of 
this Act; 
and by relettering subclauses (j), (Kk), (l) and (m) as (k), (1), (m) and (n) 
respectively. 


After discussion, and the question having been put, the said amendment 
was resolved in the affirmative. 

Thereupon Mr. Applewhaite moved 

That the word “bank” wherever it appears in clauses &, 4, 6(a), 7, 9, 10 
and 11 be deleted and the word lender substituted therefor. 

After discussion, the question having been put, the said amendments were > 
adopted. 

Clauses 3 and 4 were considered as amended and adopted. 

Clause 5 was considered and adopted on division. 

Subclause (a) of Clause 6 was considered as amended and adopted. 


On subclause (b) of Clause 6, the following suggested amendment was laid 
before the Committee: 


(b) to make any payment 

(1) to a bank in respect of loss sustained by it as a result of a 
guaranteed loan made after the aggregate principal amount of the 
guaranteed loans made by all banks exceeds ten million dollars, or 


BANKING AND COMMERCE 47 


(ii) to any other lender in respect of loss sustained by it as a 
result of a guaranteed loan made after the aggregate principal 
amount of the guaranteed loans made by all such lenders exceeds | 
ten million dollars. 


Thereupon the Chairman informed the Committee that as the amendment 
contemplated a greater liability than that set out in the Bill and as a result 
thereof might involve a possible increased charge on the public, the Committee 
was not competent to make the amendments but would make a recommendation 
to that effect in its Report to the House. 


Clause 6(b) was adopted. 

Clause 7 was considered as amended and adopted. 

Clause 8 was considered and adopted. 

Clauses 9, 10 and 11 were severally considered as amended and adopted. 
Clauses 12, 13, 14 and the Title were severally considered and adopted. 


The Bill as amended was considered and adopted and the Chairman ordered 
to report the said Bill to the House as amended, with the required 
recommendation in respect of subclause (b) of Clause 6. 


nae a Sas Tai aE 


At 10.30 o’clock a.m., the Committee adjourned to meet again at the call 
of the Chair. 


R. J. Gratrix, 
Clerk of the Committee. 
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EVIDENCE 


JUNE 22nd, 1955, 
10:00 a.m. 
The CHAIRMAN: Gentlemen, the meeting is now called to order. 


Mr. ASHBOURNE: Mr. Chairman, I beg to move that the committee print 
750 copies in English and 200 copies in French of its Minutes of Proceedings 


_ and Evidence in respect of Bill No. 452, an Act respecting Loans to assist 


Fishermen engaged in a Primary Fishing Enterprise. 
The CHAIRMAN: Is that satisfactory, gentlemen? 
Agreed. 


I just want to put on the record some matters which you already have 
and some which you have not. All of you have received copies of the 
letters which were sent to the Hon. James Sinclair by the Prince Rupert 
Fishermen’s Co-operative Association, by the Gulf and Fraser Fishermen’s 
Credit Union, and by the Prince Rupert Fishermen’s Credit Union. You have 
copies of them which were delivered to you. 


(See Appendix “A’’) 


There was a wire received this morning from Halifax addressed to the 
Hon. James Sinclair, Minister of Fisheries, Ottawa, which reads as follows: 


June 17, 
HALIFAX, N.S. 


Hon. James Sinclair, Minister of Fisheries, 
Ottawa. 


Many thanks information your wire re fisheries improvement loan 
bill meeting stop Impossible attend personally but Alexander Laidlaw 
St. FX university will represent United Maritime Fishermen Ltd and 
its members stop Rod MacMullin manager Nova Scotia Credit Union 
League will represent that organization and credit unions appreciate 
keenly your interests this matter. 


United Maritime Fishermen Ltd. 
J. H. MacKichan General Mer. 


There was a wire addressed to Mr. D. Gordon Blair, solicitor in this 
matter, from the Regina Association which reads as follows: 


REGINA, Sask. 
210123 5p 
D. Gordon Blair 
c/o Herridge Tolmie Gray Coyne & Blair 
140 Wellington St., Ottawa, Ont. 
Authorize to state. to committee and government officials credit 


union league of Saskatchewan supports request to have credit unions 
and societies included in legislation having in.mind similar provision 
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in farm loan legislation when required and provided federal control 
and licensing of local credit unions not involved. 


W.B. Francis. 


I have a brief here this morning from the Credit Union League of the 
province of British Columbia. 

I also have the brief from La Federation des Caisses Populaires Acadiennes. 

I have the brief from the National Co-Operative Fisheries Association of 
the Co-Operative Union of Canada. 

And finally a brief from the Nova Scotia Credit Union League. 


(For Briefs see Appendices “B”?, “C”, “D’ and .“E”) 


These four briefs, with your permission, I shall have placed on the record 
and they will now be passed out to you for your perusal and study so that 
when we come back here, after the orders of the day, we will hear the various 
spokesmen in connection with the briefs which I just mentioned. I have 
asked them not to be too long. We will hear them and then deal with 
the bill. 

Has anyone any other suggestions? Senator Vaillancourt has asked to be 
heard on behalf of the La Federation des Caisses Populaires Acadiennes. I said 
that we would hear him first. There are four witnesses who wish to speak 
to the briefs. Does that meet with your approval? 

Agreed. 


I must apologize to you for not being able to carry on our business this 
morning, but it was due to something beyond my scope. I really do not call 
caucuses for the Conservative party, as most of you know. So the only thing 
we can do for the moment—or the thing which you can do in the time at your 
disposal is to read through these briefs. We will come back immediately after 
the orders of the day. 


The meeting now stands adjourned until that time. 

—Upon resuming. 

The CHAIRMAN: Gentlemen, I see a quorum. 

Mr. ASHBOURNE: Mr. Chairman, knowing the great interest that the 
members of the Standing Committee on Marine and. Fisheries are taking in 
this bill, I, as chairman of that committee, would like to say that after con- 
sultation with you I took the liberty of writing to the members of that committee 
advising them of the meeting this morning. After hearing the witnesses and 
the briefs, I think that an opportunity might be given ty hearing any member 
of the Marine and Fisheries committee if any member would like to be heard 
in this regard. I assume that such an opportunity would be afforded to them. 
If necessary, I could make a formal motion to that effect. 

The CHAIRMAN: They will be heard. 

Our first witness is Senator Vaillancourt. 


Hon. Mr. Varttuancourt: Mr. Chairman, I must say that our Caisses 
Populaires in Quebec have helped Gaspesian fishermen for over twenty-five 
years. At present Caisses Populaires and Credit Unions in Canada—Caisses 
Populaires and Credit Unions must not be confused—have about $450 million 
assets and from this total of assets our Caisses Populaires in’ Quebec have 
$375 million. I must add that our Caisses Populaires in Quebe¢ have adminis- 
tered with success for the past twenty-five years the fishermen’s loan. More- 
over, in Magdalen Islands, in Gaspesia and on the North Shore, we have three 
inspectors living in these areas and attending especially to the fishermen’s loan. 
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We have also a life insurance for the protection of the loans and the 
protection of the fishermen’s families. In the event of the death of the fisherman 
before his reimbursement of all his loan, the insurance pays the Caisse Populaire 
the balance of the loan still due. Then we have an insurance against fire and 
losses on sea. 

Furthermore, may I add in conclusion, that our Caisses Populaires have 
always been and are still better equipped than the chartered banks to supervise 
the negotiation of loans on a sound basis to fishermen. We have already 
acquired a long experience in that field. 

Secondly, our branches are spread over areas not covered by branches of 
chartered banks; and thirdly, we are in a position to exercise a much closer 
and more effective control of the loans granted as we have sources of informa- 
tion, through our organization, that are not always available to chartered banks. 

That is my experience for 25 years in the fishing countries of Gaspesia, 
Magdalen, and the North Shore district. When we organized this system of 


loaning we placed special inspectors in various places to supervise the loans. 


We have for 25 years, millions and millions of dollars out in loans and with 
the cooperation of the province of Quebec we have loans not oyer $800 on 
which the province pay 4 per cent interest and the fishermen pay the balance. 


We have in Quebec-central organizations and all the loans are directed to our 


central organizations if necessary. For the last 25 years our losses were 
practically not more than one fortieth of one per cent. That is our experience. 

The first investigation we do is into the moral character of the man. That 
is the first and the best guarantee. 


The CHaIRMAN: Members of the committee have a brief on the subject. If 
there are no questions I will thank Senator Vaillancourt. 


Hon. Mr. Sincuair: Is that last rate of one fortieth of one per cent that you 
spoke of for fishermen, or for everybody? 


Hon. Mr. VAILLANCOURT: For fishermen. 


The CHAIRMAN: The next witness is Mr. Bérubé. I will ask Mr. Melvin, 
National Secretary of the Cooperative Union of Canada, to introduce him. 


Mr. W. B. MELvIN: Mr. Chairman and members of the committee, it is a 
pleasure for me to introduce Mr. Louis Berube who is appearing before you this 
morning as chairman of the National Cooperative Fishermen Association of 
Ste-Anne de la Pocatiére, Province of Quebec, which is a group of fisheries 
cooperatives of this country in every province except one, with the assistance 
of the Cooperative Union of Canada. Mr. Bérubé has for a long while been 
associated with fisheries development in the Gaspe and Quebec generally, and in 
the Martimes as well. 


Mr. BERUBE: I am glad to be able to address the committee for a few 
minutes on behalf of this cause and I thank you, Mr. Chairman and members 
of the committee, for this opportunity to put the National Cooperative Fisher- 
mens Association behind the Caisse Populaire and Credit Unions on this 
occasion. 

To summarize the brief which you have had, let me say that the need of 
credit has always been there for the fishermen. It was served very largely 
by the old fishing companies in the good old times, but during that period the 
old fishing companies could afford it because they were enjoying a monopolistic 
price for their fish and for the goods they sold to the fishermen. These con- 
ditions no longer exist, and the fishing companies, the fish processors and 
merchants, have to face competition and it is no longer possible for them to 
carry on in the old way. Besides, we are facing the problem of mechanizing 
and modernizing the fisheries which calls for more credit. The banks are good 
lending institutions and I would not like anything in the brief which we offer 
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to be considered as a fight with the banks or anything like that. But the banks 
were never very interested in fishing communities nor would they lend to the 
fishermen because it was not a sound business proposition for them to do so. 
Left to themselves the fishermen did oganize their own Credit Unions. In fact, 
the first Credit Union in a fishing community was organized in 1905 at Maria in 
the County of Bonaventure, and in 1932 in the full tide of the big depression we 
had 14 credit unions in the fishing communities of the Gaspe coast. Now, in 
the province of Quebec, we have only 37 Credit Unions in the fishing com- 
munities on account of the fact that we have only 37 fishing communities. 

The situation is the same in New Brunswick and the representative of New 
Brunswick will give you similar figures. So at the present time there are 
Credit Unions and Caisses Populaires in the big majority of the fishing com- 
munities of Canada. These were created, built and operated by the fishermen 
themselves on their own behalf. This contemplated legislation will go to bene- — 
fit the Credit Unions and the Caisses Populaires and assist them in helping the 
fisheries. We have nothing against the banks, but as representing the fisher- 
men I would like to see the Credit Unions and the Caisses Populaires enjoying 
the same privileges as they do. I am not against competition, but I am very 
much in favour of equality of opportunity. Now one of the biggest handicaps 
would be that some of these Credit Unions or Caisses Populaires are small, but 
as Senator Vaillancourt has said they have proved their worth as lending 
agencies. I have the official record with me for 1951—taken from the Depart- 
men of Fisheries—and in 11 years of operation they have lent $1,300,000 to 
fishermen of the province of Quebec and out of this the exact figure of losses 
written off—Senator Vaillancourt gave it out of his memory, but I have it from 
the books—is $710.99, or 5 cents per $100 loaned. It may appear that in 
giving those figures I am speaking without due respect for modesty, but I 
have no reason to believe that the fishermen of the other provinces would not 
show as good a record if you inquired into it. 

The CHAIRMAN: If there are any questions to be asked of the witness, this 
is the opportunity. I have never met the gentleman before, but I am told he 
is very knowledgeable on this subject. 

Mr. APPLEWHAITE: Has it been the practice of the Credit Unions to which 
you refer when making loans to fishermen, to insure their floating assets as 
protection against the loss? 

Mr. BeruBE: Perhaps Senator Vaillancourt could answer that question— 
he is a much bigger man than myself in the Caisse Populaire. 

Hon. Mr. VAILLANCOURT: Would you please repeat the question? 

Mr. APPLEWHAITE: I asked whether it has been the practice of the Credit 
Unions to insure the floating assets of fishermen to whom they mak2 loans? 

Hon. Mr. VAILLANCOURT: Every borrower has to ave life insurance, fire 
insurance and so on—I know that in Quebec the control is made by the central - 
organization. — 

Mr. APPLEWHAITE: I was asking whether you insure the fishermen’s boats 
and gear—floating gear—which is subject to loss by storm? 

Hon. Mr. VAILLANCOURT: Yes, it is all insured against any loss. 

The CHAIRMAN: If there are no further questions— | 

Mr. TucKER: I have read the statement and it seems to me that the Credit 
Unions have done a marvellous job in financing the fishermen. I have the 
impression that there is a need for greater credit and larger quantities of 
credit in order to provide the fishermen with bigger and better equipment. Is 
that correct—that the fishermen now really need credit in order to modernize 
their industry? 

Mr. Beruse: That is what I believe. 
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Mr. Tucker: I take it it would assist the Credit Unions in meeting that 


need if they got the guarantee which the banks are supposed to get in this 


bill? 

Mr. BERUBE: I am sorry, I did not get that. 

Mr. Tucker: As I understand your representations you would like to get 
a partial government garantee under this bill so that you could do a better job 
in meeting that increased demand for credit. 

Mr. BERUBE: Yes. 


- Mr. Tucker: You cannot meet the need to the extent you .would like to 
meet it without this partial government guarantee is that correct? Can you 
meet it without the guarantee? 


Mr. BERUBE: What I understand is that the government guarantee would 
have many effects, one of which would be to encourage depositors so that the 
Credit Unions would get enough capital to lend. 


Mr. TuckKER: Would you feel that this government guarantee would enable 
the Credit Unions to do a much better job than they would otherwise be 
able to do in continuing to meet the requirements of the fishermen? 


Mr. BERUBE: That is my belief. 


Mr. Tucker: It would put the Credit Unions in a better position to meet 
the demand for credit? 


Mr. BERUBE: Yes. 


Mr. CAMERON (Nanaimo): I wonder if you could give us any idea of the 
proportion of the banking business done by the Credit Union with fishermen as 
opposed to the business done with other interests in your area? 


Mr. Brrusk: I could not give you any figure on that. Maybe Senator 
Vaillancourt could, but he would have to risk a figure. 


Mr. CAMERON (Nanaimo): Could I put it this way: have you any idea 
of the proportion of fishermen who deal exclusively with Credit Unions for 
their financing at the present time? 


Mr. BrrusE: Maybe an example will help. On the Gaspe coast there is 
a stretch of close to 100 miles with no banks at all and there are credit unions 
in all the fishing communities. Draw you own conclusions. 


Mr. RopicnHauD: Mr. Chairman, my question is pretty much in line with 
that asked by Mr. Cameron. The purpose of this bill is to enable fishermen to 
obtain loans. Under the present terms of the bill it is a loan from a bank under 
terms and conditions which will make it easier to finance the purchase, 
construction and repair of specified capital items and improvements for use 
by such fishermen in the pursuit of their occupation. As Mr. Bérubé has just 
indicated there are a lot of communities where fishermen have never been in 
contact with a bank. Is that not true? 


Mr. BERUBE: They might have some contact. For instance I suppose they 
have signed a note and the note finishes in the bank, but it does not mean 
that they are customers of the bank. 


Mr. RopicHaAup: Is it not true that in many fishing centers whether on 


_ the Gaspe coast or in New Brunswick that in the last 20 years, it happened? 


Mr. BERUBE: They did not deal with the banks. 
Mr, RoBicHAup: Yes, and they dealt with credit unions? 
Mr. BERUBE: That is right. 


Mr. RopicHaup: And the credit unions have been helping the fishermen 
in periods of need? 


Mr. BERUBE: Yes. 


54 STANDING COMMITTEE 


Mr. Rogicuaup: And it would only seem logical that if facilities are made 
available to the fishermen to obtain loans that the credit unions should be 
given the same guarantee as the bank? 

Mr. BERuBE: That is fully agreed. 

Mr. RosicHuaup: Is it not also true that in every province the credit unions 
have either a central office or a federation? 

Mr. BERUBE: That is true. | 

Mr. RopicHAuD: By which those loans could be dealt with? 

Mr. BeruBE: Could be channelled. 

Mr. RopicHauD: Yes, and the Sal ach that is required could be done 
through this federation? 

Mr. BERUBE: Yes. 

The CHAIRMAN: There is just one question which arises in my mind and 
perhaps you could answer it. I understood Senator Vaillancourt to say that 
the province of Quebec already guarantees loans. Is that correct? Did you 
say that to the committee, Senator? 

Hon. Mr. VaILLANcouRT: No. Some loans are guaranteed but not all 
loans. They guarantee four per cent interest. 

The CHAIRMAN: The interest? 

Hon. Mr. VAILLANBOURT: Yes. 

Mr. Crotu: Mr. MacEachen? 

Mr, MacEacuen: Mr. Bérubé, what is the average period of repayment for 
loans given to fishermen? 

Mr. BERUBE: In my estimation it takes two or three years to repay the 
. loans. 


Hon. Mr. VAILLANCOURT: Three years. 
Mr. BERUBE: That is your answer. 


Mr. MacEacHen: If the credit unions were brought under this bill, Mr. 
Bérubé, would they give the maximum period of eight years that is indicated 
in this bill? 

Mr. BErruBE: Personally I do not see any harm in that since the loans 
on land or homes in some cases are for much longer periods than that, 
am I right? It could be decided if and when it arises, but I eget do 
not see any objection. ; 


Hon. Mr. VAILLANCOURT: In some cases. 
Mr. Berube: The honourable member of the committee asks that if this 


bill were passed would the Caisses Populaires be willingto lend for the full 
extent of the time mentioned in the bill which is eight years? 


The CHAIRMAN: Was the answer ‘yes’, senator? 
Hon. Mr. VAILLANCOURT: Yes. 


Mr. RopicHauD: I have another question, Mr. Bérubé. If loans were 
guaranteed as an additional security would it not be possible for the fishermen 
to take advantage of the insurance scheme which is already in effect through 
the Department of Fisheries? 


Mr. BeruBE: That would be a nice compliment and in all cases it would 
be necessary, I am sure. 


Mr. RopicHAuD: The reason I asked is that this instrument is only avail- 
able up to a maximum of $7,500, if I remember correctly. These loans would 
help to fill in a gap which already exists on loans being made by fishermen’s 
loan boards. In the last few years I have noticed that the Fishermen’s Loan 
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Board of Nova Scotia has been rather reluctant to make small loans to shore 


_ fishermen while they have been extending their larger loans to draggers so 


these small loans would certainly be of advantage to the small fishermen 


who at the present time are not in a position to obtain small loans from 
the fishermen’s loan boards? 


Mr. BERUBE: Yes. If I understand your question, that would be the case. 


It should be referred to the Minister of Fisheries. As far as the maximum 


of the insurance on the boat is concerned, it is $7,500. Is this an absolute 
ceiling or could it be extended? j 


Hon. Mr. SINcLair: It is the present ceiling. 

Mr. BERUBE: Does that answer your question? 

‘Mr. RopicHaup: Yes. 

Mr. MacEacHen: Mr. Bérubé, does the credit union movement in Quebec 
now have ample funds to provide loans to the fishermen and connected with 
that question is the comment you made yourself that the provision of this 


guarantee would encourage depositors to provide funds for greater service 
to the fishermen? 


Mr. BERuUBE: I was speaking generally for all across Canada. As far as the 
Caisses Populaires is concerned, would you have funds available in the Caisses 
Populaires in Quebec to meet the demand? 


Hon. Mr. VAILLANCOURT: Yes. 
_ Mr. BerusBE: The answer is yes, Mr. MacEachen. 


Hon. Mr. Vaillancourt: The Caisse Populaire in Quebec has total assets 
of $375,000,000 and total assets of $450,000,000 for all of Canada. 

The CHAIRMAN: Does that answer your question? 

Mr. MacEacHENn: Yes. I wonder if Mr. Bérubé would follow up his line 


of thinking when he suggested the provision of this guarantee to the credit 
union would encourage depositors to put more funds in? 


Mr. BERUBE: I was speaking as chairman of the national federation, 
and I think that in some parts of Canada there would be a need of funds— 


or at least there might be—and this would be the answer. I hope they would 


claim the least physical support possible, but the moral support thus given 
would encourage the depositors, That is my belief. 


Mr. MacEacHEen: That would be a very excellent by-product. 
Mr. BERUBE: Yes, first class—as good as the main product sometimes. 
The CHaIRMAN: Thank you very much, Mr. Bérubé. Mr. Gordon Smith, 


, Canadian manager, Credit Unions National Association. 


Mr. SmitH: Mr. Chairman and honourable members. I am here represent- 
ing credit unions across the ten provinces of our country totalling 2,400 in 
number who are affiliated with the credit union national association. The 
headquarters of operations are in Hamilton, Ontario. We have representa- 
tives here of the credit union leagues in Nova Scotia and British Columbia 
who are associated with me in this presentation before your committee. 
We also have with us a representative from La Fédération des Caisses 
Populaires Acadiennes in New Brunswick, and we have by mutual agreement 
determined to support the presentation which will be made to you in brief 
form by Mr. McMaster the agent and solicitor for the British Columbia Credit 
Union League as well as Mr. R. J. MacMullin of Nova Scotia the managing 
director of the credit union league in that area and Mr. Euclide Legére, 
director of the La Fédération des Caisses Populaires Acadiennes of Caraquet, 
New Brunswick. 
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It is not my province to suggest to the committee that perhaps for the 


purpose of brevity you would like to hear from these representatives of the 


Credit Union Movement in this country and that questions be asked at the 


completion because all the presentations are similar in intent and differ only 
in broad principle. ) 

The CHAIRMAN: The next gentleman who will address us will be Mr. 
R. J. MacMullin, managing director of the Credit Union League of Antigonish, 
Nova Scotia. eth 

Mr. MacMu.uuin: Mr. Chairman and gentlemen, you all have a copy of 
the brief that is to be presented on behalf of the Nova Scotia Credit Union 
League. I am not going to read it, Iam merely going to make a few comments 
upon it. I think you will all recall that credit unions were started in eastern 
Canada, especially in the maritime provinces, in the early thirties. They 
were started there as a result of the inauguration of a program which 
we called a total program for the rehabilitation of the people generally in 
the maritime provinces. That included our fishermen, our farmers and our 
industrial workers of various kinds. Shortly after the inauguration of this 
total program for the rehabilitation of our people one of the basic needs 
that was first discovered was the need for credit facilities. In talking on this 
question we are interested primarily in our fishermen. It is safe to say that 
in no occupational group in the Maritime provinces was there a greater need 


for credit facilities than among fishermen. Hon. members have pointed. 


out in the House and have stated, and it is a fact, that the primary source 
of credit to our fishermen was their local fish buyer, or supply company, 
and after 1932 and 1933 the local credit union which established itself in 
those fishing communities. 

In twenty years these credit unions have been providing to the fisher- 
men a source of credit comparable to the means and ability of the credit 
unions to supply that need. It is interesting to note that one of the very 
first credit unions organized in Nova Scotia was in May, 1933, at Canso, 
from whence it has spread along the coast so that today there are. credit 
unions in practically every fishing community along the shores of our 
province. : 

Today we have approximately 220 credit unions and in savings, approx- 
imately $8 million, and they have loaned to themselves about $40 million. 

I think it is important to say that in 90 per cent of the cases those savings 
were credited by people who ordinarily would not have accumulated any 
savings. Likewise, in 90 per cent of the cases the $40 million of loans has 
been lent out to people who ordinarily would pot have had a comparable 
source of credit, so there has been a significant contribution by the ‘credit 
unions to our whole economy and especially in our fishing communities. 

Of our total credit unions we have approximately sixty which are oper- 
ating in fishing villages, and more than half of these can be classified as 
exclusively fishermen’s credit unions, and are operated in communities where 
fishing is the only industry and where everybody in that community depends 
on fishing for his livelihood. The remainder, probably another 30, would be 
located in communities where there are various occupations and industries but 


where fishing nevertheless is an important part of the economy of that com- 


munity. In all our operations the losses which have been sustained in our 
credit unions—we have to admit that there are losses the same as in any 
business—but the losses which have been sustained have been for practical 
purposes very, very minor. We have written off about $37,000 on a loan value 
of something over $40 million. All of that has not been written off because of 
dishonesty on the part of the people borrowing. In the intervening years, as 


: 


you well realize, we had a war, when many young people left our communities _ 
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and went overseas. It is reasonable to expect that many of them, when they 

_ left, would leave unpaid loan balances in our credit unions. Since many of 
them did not come back, the credit unions, being the type of institution they 

are, decided to write them off out of their reserves rather than to go out and 
collect from widows, mothers, and people like that, That accounts to a large 
extent for the actual amount of money written off as against the reserves in 
our credit unions. 

' From the point of view of stability, business soundness, and actuarial 
competency, we can say from experience that our credit unions qualify in all 
those different aspects. The other important thing I want to point out is 
something that we do not want to repeat too much, but our credit unions have 
been located in areas where other credit facilities were not available. Even 
in those areas, where other credit facilities might have been available, the 
credit unions pioneered and took on the risk of. financing our fishermen with 
little more than character as a security, when no other financial institution 
could see fit to advance credit to them. 

Their success has justified the faith which they placed in the fishermen 
along our shores. I do not think there is much more I need to add in my 
remarks, because it is all here in this brief. I think it is self-explanatory; 
but I-would just like to say that we commend the government for its initiative 

in introducing legislation which is going to help fishermen, and wherein credit 
unions are included. We can assure you that we will continue as credit unions 
and provide the same type of service to our fishermen as we have done in the 
past, whether there are government guarantees or not. If these are, then so 
much the better. It will encourage us and it will give our fishermen more 
encouragement to get further into debt in order to get the tools whereby they 
_ can increase their production and living standards and general livelihood. We 
will continue to do that. But with your assistance, by giving us legislation 
_ which we feel we deserve—which the credit union movement is deserving of— 
we can do a better job as credit unions along with the banks in long measure, 
- with regard to the production of the fishing industry in our Maritime provinces 
and in Canada. 


oe Mr. Tucker: I wonder if the witness would care to comment on the 
last sentence.in his brief, which reads as follows: 
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iz Mr. MAcMULLIN: There are those who can speak with more authority 
on this particular topic than I can. I think we all recognize that in the, 
- Maritime provinces especially—and I speak for the Maritimes, because I 
know it better—the fishing industry there is undergoing what might be 
called an industrial revolution. The necessity is that of bigger boats, small 
draggers, long liners, and more mechanization. These are necessities which 
they will have to get if they are going to make a livelihood in fishing. That 
_ means money, and it means the kind of money that the average fisherman has 
not got. We are assuming, in this last statement, that this legislation is 
definitely going to apply to the banks, and that the banks will make contri- 
butions towards financing the fishermen. If we can also come under this 
legislation, we can make a contribution too, and that contribution should be 
Significant enough to help our fishermen in large measure in obtaining the 
- gear and equipment which they need in order to get into this bigger operation 
- which they must have if they are going to make a decent livelihood. 
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q Our contribution, along with that of the banks, should go a long 
” way to rehabilitating the fishing industry, especially in Nova Scotia. 

; What do you envision as the necessity in the way of rehabilitating the 
industry? 
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Mr. MONTEITH: Do these credit unions in Nova Scotia come under a 
provincial charter? 

Mr. MAcMULLIN: Yes sir. 

Mr. MonrertH: Under what department? Is there any periodical inspec- 
tion as to their financial position, set-up, and so on? 

Mr. MacMuLuIn: In Nova Scotia the Credit Union Act is adinigieteted 
by the Department of the Provincial Secretary. That department is respon- 
sible for the administration of the act. The registrar of credit unions at the 
present time is Mr. C. L. Beazley, and working under Mr. Beazley there are 
inspectors whose duty it is to examine into the affairs of every credit union 
annually, and more often if they deem it necessary. So each year each credit 
union is inspected and if the inspector feels it should be inspected more 
often he is free to do so. The important thing is that it is done and along 
with these inspections the Credit Union League has two men continually 
in the field doing comparable work but without any legal authority to do 
it. They are continuously sitting in with the boards of directors of the credit 
unions and discussing procedures and helping them frame adequate policies 
and adequate procedure to promote their credit unions soundly and in 
a businesslike way. 

Between the government and the league we feel we are taking every 
reasonable precaution to safeguard the growth of our credit unions. ~ 

Mr. MONTEITH: Have you had any failures soince 1932-33 when you 
commenced operations? 

Mr. MacMUuLLIN: The only failures we have had in Nits Scotia have been 
failures which have been due to the fact that in the early days many of our 
credit unions were established in small rural communities. Mr. MacEachen 
who is sitting just a few seats from me knows the situation in his particular - 
county where a few years ago we organized credit unions in many small 
communities. At that time they were flourishing communities with a church, 

a school, and possibly one or two grocery stores and so on. Today many of 
those communities are isolated. The people have left. The war years drew 
them away to the towns and cities. Just because of the drying up of the 
population in those areas, credit unions have ceased operations. But we 
have had no failures as far as bankruptcy or anything of that kind is. 
concerned. Of those credit unions which have closed up I do not know of 
any case where they have not paid back to the investors dollar for dollar. 

Mr. Batcom: Mr. C. L. Beazley is a provincial government officer? 

Mr. MacMULtIn: Yes. He is the deputy provincial secretary and registrar 
of credit unions. 

Mr. Batcom: Are the savings accumulated by these fishermen generally 
‘reinvested in the credit unions? .- 

Mr. MacMuLuIn: Those savings which the members accumulate in the 
credit union are invested back in the members by way of loans to the members. 
In the credit unions we feel that the best investment a credit union can make 
is in productive or provident loans to the members concerned and we encourage 
our credit unions to invest as much as they are able-in that kind of operation. 

Mr. RICHARDSON: They have been operating for about 20 years. What is 
the average loan say in the last ten years? 

Mr. MacMu.tutn: I would say it would probably work ott between’ $300 
and $500. ey 

Mr. RICHARDSON: In the last ten years, what if anything have the 
chartered banks done in these communities to help the fishermen? 
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Mr. MAcMULLIN: Well, as far as the fishing communities would be con- 


_ cerned—I say this without prejudice. 


Mr. RICHARDSON: Just say it anyway: 
Mr. MacMUuLLIN: My personal opinion is that the chartered banks have 


not done a great deal as far as the fishing communities are concerned. I say 


that for the simple reason that by and large it is almost physically impossible 
for the banks to provide the type of service. They just are not there. An 
individual is not going to travel 40 or 50 or 100 miles to negotiate a loan if he 
can do it locally through a local credit union. 


Mr. MAcCDONNELL (Greenwood): The witness spoke about the increase 
in the size of business, the greater financial requirements. What in your 
opinion would be the size of loans in the case of larger. businesses which would 


_be required? You have told us the small average up to date but from what 


you say about the increase in the size of business I wonder whether it would 
be larger? 


Mr. MAcMuLLIN: A few days before coming to Ottawa we handled an 
application from a fisherman in Cheticamp. He was one of the fishermen I 
referred to as being anxious to get into more mechanized operation. He 
required a loan of $3,000 to handle such a program. We advanced him that 
from our central organization because a $3,000 loan was a little bit too large 
for his local credit union to handle. They referred it to us and we took care of 
it from our central organization. 


Mr. MAcDONNELL ( Greenwood): You spoke about the provincial organiza- 


tion which I understand supervises to some extent the locals. What is the 


relationship between the provincial organization and the over-all dominion 
organization? 


Mr. MacMu.tuin: There is an over-all dominion organization. Actually 


the relationship there is not too clear as yet because the national organization— 
~and I presume you are referring to the National Cooperative Credit Society— 


is a very new organization which is getting started and the future is more or 


_ less indefinite as to that. It will take a few years before that will grow. We 
_ do hope that as it grows it will provide an added source of credit facilities 


to put back into the credit unions. In other words, in: certain seasons, funds 
can be taken from one part of the country and made available to another 
part of the country where there is an opposite season. 


Mr. MACDONNELL (Greenwood): If you were included in the ambit of 
this bill would the procedurés outlined here be easy for the local credit 
unions to carry out, or would you need some different procedures? 


Mr. MAcMULLIN: Generally speaking, yes. We would expect, if we 
come under this bill, that we would have to meet certain requirements. I have 


_ faith that the government is going to make those requirements as reasonable 


as possible. If they are reasonable then certainly there is no reason why we 


- would not accept them. As they are now, I do not think there is any great 


difficulty in the credit unions coming under them. 


Mr. FRASER: (Peterborough): What is the interest paid on loans? What 
do the fishermen have to pay? 


Mr. MacMut.uin: In our fishing communities I would suggest that the 
ordinary rate of interest that would be charged would be 6 per cent. 


Mr. FRASER (Peterborough): That is the average rate? 
Mr. MacMuLuim: Yes. 
Mr. FRASER (Peterborough): What do you pay on deposits? 
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Mr. MacMutuin: This is a technical one. In the credit unions the big 
source of our funds is what we refer to as share capital. A dividend is paid 
at the end of the year and it varies from credit union to credit union from 
2 to 3 per cent. On deposit money that is deposited with the intention the 
member withdrawing it next week or next month the interest rate probably 
varies from 14 to 2 per cent. 

Mr. FRASER (Peterborough): Then you also have shares? 

Mr. MAcMULLIN: Yes. 

Mr. FRASER (Peterborough): What do they pay? 

Mr. MAcMULLIN: Probably from 2 to 3 per cent. 

Mr. FRASER (Peterborough): On the shares? 

Mr. MAcCMULLIN: Yes. 

Mr. Fraser (Peterborough): What is the capital of these unions? 


Mr. MacMutiin: The capital is unlimited as far as law in concerned. It 
varies with the size of the credit union. 


Mr. FRASER (Peterborough): What would be the average? 


Mr. MAcMuLLIN: We have approximately $8 million in the total assets in 


the province and about 200 credit unions. Let us say, $40,000. 

Mr. FRASER (Peterborough): Do all the small credit unions pay into the 
central association? : f 
: Mr. MacMuLLuIn: They invest in the central only those funds which they 
do not have a ready demand for by way of loans. If they have surplus funds 
which they are not using today for their own members, and which they feel 
they will not use for the next month or so, they will invest those funds in the 
league which will in turn invest the funds in some other credit union so that 
credit union will have the benefit of earning on what would otherwise be idle 
money. : 

Mr. HENDERSON: “You say that your rate of interest averages 6 per cent. 
How high does it go? 

Mr. MacMu.tuin: In our urban credit unions where the repayment plan is 
usually different, our credit unions will probably charge three quarters of one 
per cent per month, or a maximum of one per cent. iis 

Mr. HENDERSON: Under this bill I notice that the rate of interest will be five 
per cent. How are you going to choose the ones who will get the five per cent 
and the ones who will pay the twelve per cent?, ; 

Mr. MacMUuULLIN: We will have to make the distinction on the basis of the 
security, giving the preferential rate to those who qualify as coming under this 
piece of legislation. 


Mr. HENDERSON: In that event only those with good security would be able 


to take advantage of this bill? 

Mr. MacMututn: That is right. | : 

Mr. HENDERSON: And that fits in with your program for helping to provide 
better equipment for fishermen? | 

Mr. RICHARDSON: I would like to follow up the question asked by Mr. 
Fraser. Mr. MacMullin, you spoke about the average rate of interest being six 
per cent. Is that the simple rate of interest or is it a discount rate? 

Mr. MAcMULLIN: It is a simple rate of interest. Not discounted. 


Mr. BaLcom: The Nova Scotia government has lent about $2 million to 


fishermen. I suppose that would be for the larger boats and engines. I take ; 


it most of your loans would be to the smaller fishermen—the inshore fishermen. 
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Mr. MAcMULLIN: That is right. The type of loans made by the provincial 
government—the type of loans you refer to—is on a larger scale at a preferred 
rate of interest and with many other advantages which the average lending 


institution could not afford. 


Mr. QUELCH: On page 4, at the bottom of the page, it says: 


Through this organization all their loans are insured against death 
or disability and their life savings are complemented by insurance of 
their savings. 


> 


Has the fisherman to take out insurance on the equipment he purchases? You 


do not mention that in the brief. > 


Mr. MAcMULLIN: That is a matter for the internal policy of each Credit 
Union. Under the Credit Union Act the Credit Committee is given the sole 
responsibility of deciding whether.or not a loan should be granted to an 
individual, whether he is a fisherman, a farmer, a steel worker, a miner, or 
whatever he may be, and one of the duties prescribed for members of the 
Credit Committee is that they must be satisfied that there is security for the 
loan in each case either with the Credit Union or with the local Credit Com- 
mittee. It is within the committee’s own discretion to determine what they 
will take as security, whether, in taking certain types of security, they should 
have further insurance and so on. So I would say that in cases where they take 


‘as security something of the nature of real estate they would in their prudence 


have that protected against fire and other hazards. 


Mr. RICHARDSON: I was going to ask a question on another point: it is my 
understanding that in all.of these Credit Unions no salaries are paid—that>is, 
in the local unions. 

Mr. MAcMULLIN: The larger percentage of our Credit Unions are operating 
with part-time help and the treasurers and the officials voluntarily do the 
work. There is no remuneration, excepting that at the end of the year if a 
small Credit Union has a fair balance left in the “kitty” after they have paid 
a dividend it may make a grant to the treasurer purely as an honorarium. 


That would vary from, say, ten dollars in the case of some of the smaller 


Credit Unions to perhaps a couple of hundred dollars in a bigger union. As 
these unions grow and as more time is required to be spent in their manage- 
ment, then, of course, salaries are paid. 

Mr. RICHARDSON: I do not complain about what you have said, but of course 
it gives the Credit Union a very clear advantage over other institutions such 
as the chartered banks in making loans. Do any of the Credit Unions in 
Nova Scotia pay any taxes? 

Mr. MAcCMULLIN: They pay local taxes. 

Mr. RICHARDSON: But not income tax or profits tax as the chartered banks 
have to do. 

Mr. MacMuLLuIn: No. 

Mr. MAcEACHEN: I think the answers the witness has given are leaving a 
wrong impression about the growth of certain Credit Unions in the province. 
Maybe, Mr. MacMullin, you could tell the committee about the New Waterford 
Credit Union where you have a full time salaried manager and staff. 

Mr. MAcMULLIN: We have several Credit Unions such as the one Mr. 
MacEachen has mentioned at New Waterford. We have two in fishing com- 
munities at Cheticamp and West Pubnico where operations have grown to 
such an extent that somebody has to be in the office every day and many nights. 
It is of course unreasonable to expect that anybody could afford to devote such 


. 
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a large amount of time to the operations without getting paid for it and in these 
cases people are paid what is considered to be a reasonable salary commensurate 
with the ability of the Credit Union to pay and the job they are doing. In 
New Waterford there are probably four employees in the office on full time 
salaries, working a regular day and often at night, and you would expect them 
to get paid for that. 


Mr. FRASER (Peterborough): With regard to this figure you have men- 
tioned of three-quarters of one per cent per month—is that compounded 
monthly? _ 


Mr. MacMULLIN: No. It is purely and simply on the unpaid balance. 
Mr. FRASER (Peterborough): At the end of what time? 
Mr. MacMUuLLtin: At the end of the previous payment. 


_ Mr. MacEacuen: Mr. MacMullin, in your opening remarks you referred to 
the fact that the development of the Credit Union movement in the province 
of Nova Scotia and in the other Maritime provinces was part of a definite 
program for the rehabilitation of the Maritimes, and in particular for the 
rehabilitation of the fishing industry. 

I do not know whether the present witness wishes to speak to that, or 
whether another witness will do so, but I think it is of some importance to 
give the committee full knowledge of the fact that the development of the 
Credit Union in these fishing communities is only a part of a general program 
which is being followed in marketing, production and so on, and I think that 
in order to get a better view of the relationship between the extension of credit 
facilities and the other marketing and producing development that we should 
have some information on what this total program is. 


The CHAIRMAN: You have not done too badly yourself. You have pretty 
well answered the question. Later, as a member of the committee, you will 
be able to put us in the picture more completely. 


Mr. MacEacuen: I wanted to know whether Mr. MacMullin has any inten- 
tion of doing this, or whether any other witness is going to do so. 


Mr. MAcMULLIN: The answer to that question I think is this: In the late 
twenties the government—I think it was this government—took the initiative 
in appointing a Royal Commission to investigate the fishing industry of the 
Maritimes which at that time was in the doldrums and the report of that 
commission suggested that the most scientific method of rehabilitating the 
fishing industry in the Maritimes was to organize the fishermen for production 
and for marketing. It was that recommendation of the committee which to a 
large extent brought about our expansion program. When the promoters of ° 
this total program went out into the communities they found there was not 
a lot of understanding on the part of the people. They did not have a 
knowledge of conditions or the facilities to market or process their fish, and 
they did not have the credit facilities to “oil the wheels” of the financial opera- 
tion of the scheme. The first thing, therefore, was credit, and they started 
these Credit Unions which to some extent provided credit facilities, and as 
they conquered that particular problem they were able to tackle those other 
problems I have spoken of, and other developments followed on logically. One, - 
of course, was the organization of small groups for the marketing of the catch 
so that fishermen could become independent of the local fish buyers and be 
able to pool their catch and obtain the best possible price for their product. 

That was the second phase in the program. Gradually it developed in 
other areas. We got into housing, consumer cooperation of various kinds and — 
different services and the total of that effort is the total program we refer to— 
not just Credit Union loans but a total program which applies to all the different 
occupational groups. 
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Mr, MacEacHEeNn: Mr. Chairman, may I beg your indulgence for another 


_ question. On page 2, paragraph 3 in the brief mention is made of some of 


the larger Credit Unions being located in typical fishing communities such as 
Cheticamp, Grand Etang and West Pubnico. Can you give the committee any 
picture of how your total program is operating in those fishing communities? 


Mr. MAcMULLIN: To be brief, to take the position of Cheticamp today, we 
have a Credit Union in full time operation and providing complete services 
to the membership. It is also comparable in membership to the population 
of the community because practically everybody is in the union, including the 


children, and members of the committee may be encouraged to know that 


many of the family allowance cheques that go out from the Department of 
Finance, which is also interested in this bill, go directly into this credit union 
as savings for those children. Along with the development of the credit union 
they have also developed a consumer cooperative store which they have 
organized themselves for their own merchandising needs. Coupled with that 
they have their own fishermen’s organization where all their fish are processed 
or are assembled for marketing as a group through a provincial or maritime 
organization. In that way, of course, they get the benefit of organized market- — 
ing and grading and of course they obtain the best possible price their market 
pays for their produce. Their vocational supplies likewise go through 
cooperative channels and they are able to obtain whatever little savings might 
be available by group purchasing and things of that nature. The general 
community itself has reflected that progress. Their homes are painted and 
they have an appreciation for beauty and around their homes can be found 
flowers and grass and things of that nature. They have a greater appreciation 
for preserving their fisheries as a national resource. All those things have 
come in large measure as a result of this total program which was, of course, 
based on total education. 


Mr. RICHARDSON: May I ask one last question. Mr. MacMullin, what are 
your facilities for the auditing of all the credit unions? 


Mr. MAcMULLIN: Our auditing is actually done by our provincial inspection 
department which has taken the attitude that they cannot make an adequate 
inspection and satisfy themselves that the credit union is such and such unless 
they probe so deeply into it that their inspection practically constitutes an 
audit. It is compulsory for credit unions with assets in excess of $200,000 to 
submit to an external audit conducted by an outside auditor who must be a 
chartered accountant or some person approved by the registrar of credit unions 


' who will only approve someone who is on the list as a municipal or broker’s 


auditor. This, along with the internal inspection that is provided by the local 
supervisor, gives a pretty fair guarantee that there will not be too many things 
which could happen in the credit unions. 


The CHAIRMAN: Thank you very much, Mr. MacMullin. 


Our next witness is Mr. Euclide M. Léger. You have his brief which is 
that of La Federation des Caisses Populaires Acadiennes. 

Mr. Eucuipe M. Lrcer: Mr. Chairman, and gentlemen: 

On behalf of La Federation des Caisses Populaires Acadiennes. for New 
Brunswick, I should like to associate myself with the statement given by the 
Nova Banta Credit Union League, since the situation in my. province is much the 
same as in Nova Scotia. 

However, I might add a few statistics concerning our credit unions in New 
Brunswick which will be valuable to the committee in considering our request. 
There are 163 credit unions in the province, with approximately 67,000 mem- 
bers and over $8,000,000 in savings. Total loans recorded for the 19 year 
period (1935-1955) is over $37,000,000. : 
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We have 55 credit unions operating in fishing communities, and as a matter 
_ of fact the largest credit union in our federation is in a fishing community— 
Caraquet. As in Nova Scotia we have insurance coverage on loans and savings, 
provided by our own insurance company organized through the credit unions. 
Our record in uncollected or delinquent loans is worth noting: in total loans 
of $37,000,000 the amount written off to date is about $12,000. This is equiv- 
alent to a loss of one dollar for every $2,800 loaned from the beginning. 

It might be well to point out that of 118 community credit unions in New 
Brunswick, 102 are operating in rural communities, whereas only 16 are in 
towns and villages, the place where we find chartered banks. 

The provincial government inspection system is much the same in New” 
Brunswick as in Nova Scotia. We have a Registrar of Credit Unions and two 
inspectors for the province. 

We also feel that if this legislation, Bill 452, is intended as a service to 
fishermen, it should be provided for the fisherman whether he has his credit 
established in a chartered bank or in a credit union. 

We feel that, if the credit unions are excluded from this legislation, it will 
mean that the fisherman is being penalized for the efforts he has made for the 
past 17 years in organizing credit unions which have enabled him to build up 
his own credit facilities. We assume that the Government of Canada would 
want to give better recognition of the work that credit unions have done in 
building good Canadian communities. 

We wish to assure you that La Federation des Caisses Populaires Aca- 
diennes will co-operate in every possible way to ensure the success of any plan 
whereby credit unions can avail themselves of government guarantees for loans 
to fishermen. 

The CHAIRMAN: Mr. Macdonnell. 


Mr. MacDonnELL: The witness has said that there is over $8 million in 
_Savings, and that the total loans are over $37 million. What would be the 
total amount of loans outstanding at the moment? 

Mr. EUCLIDE LEGER: It would be approximately 75 per cent of the total 
capital, which would mean about $6 million. 

The CHAIRMAN: Mr. Applewhaite. 

Mr. APPLEWHAITE: I wonder if the witness would exptain the difference 
between the 163 credit unions referred to in the second paragraph of his brief 
and the 118 referred to in the fourth paragraph? 

Mr. EucuipE LEGER: The balance of, the number of credit unions is com- 
prised of such credit union groups as the Canadian National pe ts credit 
unions and similar organizations. 

The CHAIRMAN: Mr. Michener. 

Mr. MICHENER: Would the witness tell us how much of the $6 million now 
outstanding is on loans of the hee which would be authorized under this bill, 
approximately? 

Mr. EucLIDE LEGER: We feel that there is approximately some $2 million 
to $24 million in savings by the fishermen, and we would have about 75 
per cent of that $2 million to $24 million. 

Mr. MICHENER: Something less than $2 million on loans to fishermen: 
and are those loans which are made to fishermen for the same purposes as 
are provided for in this bill? 

Mr. Euciipe Lrcer: Well, maybe not. Maybe not the entire total, but 
a good proportion of it. . 


Mr. MICcHENER: Thank you. 
The CHAIRMAN: Mr. Balcom. 
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Mr. BaLcom: Does the insurance cover only those loans which the credit 
unions make? 
Mr. EvucuipeE LEcEerR: That is right. 

Mr. Batcom: And nothing outside. 

The CHAIRMAN: Mr. Fraser. 

Mr. FRASER (Peterborough): In insuring the people who make the loans, 
do you keep a separate account of that, and of the profit which you make 
on them, that is on the insured? I understand you insure the life and 
-you also give them disability insurance as well as property insurance. 

Mr. Euciive LEcER: Would your question apply to loan coverage? 

Mr. FRASER (Peterborough): Yes. 

Mr. EvucuipE .LEcEerR: As far as local coverage is concerned, the’ local 
credit union is the one which has insured the membership as a whole with 
the insurance society. At the present time out of 34 credit unions that are 


coming in our federation, I think we have around 78 or 80 which are covered 
by insurance. 


Mr. FRASER (Peterborough): What are your average losses on that? 
Mr. EucLipE LEGER: On the coverage? 
Mr. FRASER (Peterborough): Yes on the total coverage? 


Mr. EUcLIDE LEGER: Well, it is never the same every year. I think the 
insurance society has made good progress yearly. 


Mr. FRASER (Peterborough): They ‘would make a good profit on that 
end of the loan, do you mean? 


Mr. EucLIDE LEGER: On the loan insurance. 

Mr. FRASER (Peterborough): Yes. 

Mr. EucLIpE LEGER: Yes. 

: The CHAIRMAN: Mr. Macdonnell. 

; Mr. MAcDONNELL: When I asked the witness about the amount of loans 


outstanding he said $6 million and 75 per cent of the capital. Did he not 
mean 75 per cent of the deposits? 


Mr. EUCLIDE LEGER: That would be 75 per cent of the amount mentioned, 
$8 million. 

Mr. MACDONNELL: Is that fixed in any way? Have you got a limit? 

Mr. EucuipE Lecer: A limit? 

The CHAIRMAN: Could you have more than $8 million? 

Mr. Euciipe LEGER: Absolutely. We are progressing from year to year 
about $500,000. 

Mr. MAcDONNELL: I mean either by your own regulations or by law; 
are you limited in the amount of loans which you may have outstanding? 

Mr. EucLIDE LEGER: Yes. 

Mr. MACDONNELL: It is fixed in relation to your deposits, or how? 


Mr. EUCLIDE LEGER: It is fixed in relation to the share capital which we 
must keep at least 15 per cent liquid, and 10 per cent of the deposits; but 
we recommend that a credit union should never lend out more than from 
75 per cent to 80 per cent of its whole capital, its total capital. 


Mr. CAMERON (Nanaimo): On deposit, plus share capital? 
The CHAIRMAN: Are you clear Mr. Macdonnell? 
Mr. MAcDONNELL: Not quite! 


The CHAIRMAN: Well then, please make it clear because I think it is 
important. 
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Mr. MACDONNELL: I am not quite clear yet as to how the limit on your 
loans is arrived at. I think you said that you had 75 per cent of your 
deposits, and then you mentioned capital and that is confusing. 


Mr. EUCLIDE LrcEer: As far as capital is concerned, this includes deposits, 
shares, and the reserve fund. 


The CHAIRMAN: I see! 


Mr. MAcDONNELL: I think that makes it clear, that there are three things 
which are included. 

The CHAIRMAN: Very well. Thank you very much, Mr. Léger. 

We have with us Mr. Alexander Laidlaw, associate director of the extension 
department of St. Francis Xavier University, and co-author with Mr. Bérubé 
of the brief and he would like to say a few words. I now call on Mr. Laidlaw. 


Mr, ALEXANDER LAIDLAW: Thank you, Mr. Chairman and hon. members 
of the committee. I do not wish to add unduly to the evidence which has 
already been presented. As the chairman has indicated, I have associated 
myself with the brief presented by Mr. Bérubé. Perhaps I might explain 
that in addition to representing the extension department of St. Francis Xavier 
University, which for some years has been privileged to work very closely 
with the fishermen of the Maritime provinces, by virtue of an education 
grant from the government of Canada, I have also been asked to represent 
the United Maritime Fishermen which is a federation of fishermen’s 
co-operatives in the Maritime provinces. So much has already been said about 
the past history of the fishing industry and the transition through which it is 
going at the present time that I do not want to add any more except to say 
that if any hon. members of the committee want additional information I 
would be glad to supply it. 


I might illustrate the possible application of this legislation as it applies 
to a typical fisherman today in the Maritime provinces who is changing from 
the form of fishing that was all too general in the Maritimes in days gone by, 
to a more advanced and mechanized form of fishing at the present time. I 
think it was Mr. Balecom who referred to the Fisherman’s Loan Board in 
Nova Scotia. Let us imagine a fisherman today who wants toNpurchase one of 
the long liners described in this brief, of which today we have some 43 as 
against none of that type at the end of World War I. Boats of that kind 
will cost approximately—that is with diesel engine—about $27,000. I do 
not think any mention has been made of it yet, but the federal government 
here provides a subsidy for a boat of that kind based on the tonnage of the 
boat. I think it is $165 a ton. On a boat of that type the subsidy would probably 
run about $6,000, leaving the balance of $21,000 to be financed by the fisherman. 
His first sputodeh would be to the Fisherman’s Loan Board. I am speaking 
of the Nova Scotia Fisherman’s Loan Board; and it requires a down-payment 
of one-third which, in this case, would be $7,000; and the Fisherman’s Loan 
Board would loan the rest for a ten year period, $14,000, 75 per cent of which 
has to be repaid in five years, and the remaining 25 per cent in five years. 
Therefore, the fisherman has to find $7,000, and I suppose the members of 
the committee will appreciate the difficulty of the average fisherman putting 
his hand on $7,000. He probably has a boat right now that is valued at or 
which he can sell for $2, 3 or $4,000 or probably a little more. But the fisher- 
man is in very much the same position as the householder or the citizen today in 
Ottawa who wants to build a house that is probably worth $20,000. He cannot 
lay his hands, perhaps, on too much cash. So I would visualize that the 
application of this legislation would go very far to assist that fisherman to 
raise the balance of that money, that is the $7,000. 


\ 
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Now, as to the other details of the operation of the credit unions all of 
that has been so well covered that I do not want to repeat anything in the 
way of evidence which has already been given. All I want to say, Mr. Chairman, 
is this, that in many of our maritime communities the program as outlined by 
Mr. MacMullin is proving itself. It is a long process, as the process of education 
always is. Credit is a very important part of that rehabilitation program. 
The credit unions have performed an admirable task in meeting the credit 
needs in days gone by. They have made an excellent contribution to the 
rehabilitation of the fishing industry and I think the credit union members 
and fishermen’s credit unions feel a little put out that, having: performed 
yeoman service in the communities for about 2 years, they have been disre- 
garded in the first draft of this legislation. 

In order to save the time of the committee, Mr. Chairman, I would like 
to stop there and I shall be very pleased to answer any questions which you 
think will help to clear up the brief with which I have associated myself. 


- Mr. MacdonnELL (Greenwood): Might I ask one question? Earlier I 
asked about the size of the loans required and was told that approximately 
$3,000, if I remember rightly, would be the largest amount required. In the 
illustration which you gave it would seem to me that considerably more was 
needed and I wondered how the $4,000 figure in the bill would_affect the case 
you mentioned. 


Mr. LaripLAw: Many fishermen are skilled fishermen who already have been 
fishing for some years and have something in the way of a boat which perhaps 
they can sell and move into a bigger craft. That is the first source of funds 
he will have. Personally, I think in time after some experience has been 
gained in the operation of this bill that the limit of $4,000 will have to be 
raised if the bill is going to do very much in the way of helping the fishermen 
to better mechanise the industry. 


Mr. MIcHENER: If the bill provided for the guaranteeing of loans by the 


cooperatives would that make any more money available through the coopera- 


tives for loaning or are they limited to the amount of savings they have 
on hand? 

Mr. LaipLAw: The credit unions are unlimited in their capitalization. I 
would not venture to predict how much more money would be attracted to 
the credit unions because of this legislation. Personally, I feel that the amount 
of money for some years would not. be great. But as I see it the credit unions 
would like to be in the position that as they grow they will be able more 
and more to avail themselves of the benefit of this legislation. 

Mr. MIcHENER: The loss record in the credit unions has been so good that 
while they may like to’ be put in the same position as the banks loaning 
money it does not seem to be a case of necessity as over a period, as indicated 
in both these briefs, the losses have been practically negligible. I wonder 
whether it would be any real benefit to the credit unions to have this guarantee 
which the bill contemplates and whether it would attract any more money 
to the credit unions and increase their size and importance in business, which 
one could appreciate as a desirable objective, or whether they will likely do 
just about the same as they are doing now. 

Hon. Mr. Sincuarr: Is not the main purpose to allow the credit unions 
to lend money at 5 per cent on loans whereas now they have to loan at 
6 per cent, and they could do that because of the extra security given by the 
government guarantee. Is not that the reason that you welcome the guarantee? 

Mr. LamipLAw: That is one of the reasons. Also the credit unions, having 
performed this service over the years for the fishermen, would be very dis- 
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appointed in the future to see some of their fishermen go to the banks to get 
their credit guaranteed by the government, and possibly the credit unions 
would be left with the tail end of the credit business for fishermen. 

Mr. MIcHENER: There would be the advantage, as I understand the 
minister’s question, of a reduction in the rate of interest which the credit 
unions could charge. Am I correct in that? It would come down from 6 per 
cent to the 5 per cent rate?- 

The CHAIRMAN: That is what fhe minister said. 

Mr. LainLaw: I might point out that that rate of 6 per cent is an arbitrary 
figure which Mr. MacMullin selected and it is a good average figure, but the 
credit unions are not limited as to the floor, as it were, on their interest rate. 
They are limited as to the ceiling but not on the floor of their interest rate. 

Mr. MICHENER: That 6 per cent includes the insurance premium? 

Mr. LaIipLaAw: Yes. 

Mr. M1cHENER: Would you cease to insure if you had the guarantees under 
the bill? 

Mr. Lawiaw: My understanding is that they would not cease to insure 
the loans. I think probably Mr. MacMullin could answer that, but my under- 
standing is they would continue the insurance feature. 

Mr. MICHENER: What I am getting at is, if your request were accepted how 
would it work out in practice. If you have anything further to add for the 
information of the committee I am sure we would appreciate it. 

The CHAIRMAN: Is he not saying in effect that they have laid the ground- 
work for this business and that it is a matter of prestige for them not to be left 
out. They would like to be associated with the government. 

Mr. CAMERON (Nanaimo): Mr. Laidlaw, would. you agree, if the legislation 
is passed as it is now and this type of loan is confined to the chartered banks, 
that there would be a great danger of an actual drain of funds from the credit 
unions to the chartered banks? 

Mr. LAIDLAW: To some extent there would be but we must remember that 
a credit union lives on the interest on the loans made to members, and while 
fishermen might leave their funds in the credit union ut go elsewhere for 
the credit, it would leave the credit unions without the source of revenue by 
which it lives. - 

Mr. APPLEWHAITE: The witness id that there was no legal floor below 
which credit unions could charge for interest. But can you tell us whether 
there has been from the provincial inspectors any suggestion or any, influence 
brought to bear on credit unions not to reduce their interest rate to a lower 
level than what was considered sound, in other words, what is being doné 
indirectly even though it was in the statute? 

Mr. LaIpLAw: Perhaps not by the inspectors but perhaps by the officers 
of the credit union themselves because they would presumably see it would be. 
policy to try to operate soundly: I think the influence would largely come 
from the credit union league and the officers of the credit union themselves. 

Mr. PHILPOTT: Apart from the question of prestige—if you were excluded 
from the provisions of the bill some of your business might go to the large banks 
—what about the category of the prospective loans? Would the borrowers who 
will want to borrow from you be as good a risk as the ones who would go to 
bank? 

Mr. LAIDLAW: Knowing the lending policy of the chartered ache. I imagine 
that they would very easily get the better risks. 
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Mr. Puttpott: So that if you were left out of this provision, the tendency 
would be that you would be left with the risks which were not so good. 


Mr. LampLaw: I would say so, 


Mr. CAMERON (Nanaimo): I imagine that they would tend to handle the 
more important loans and that you would be left with a large number of quite 
_ small loans requiring relatively heavy operational expenditure while, as I say, 
leaving them with the large loans on which the operative expenditure would 
_ be comparatively less. 


Mr. LaipLaw: Yes, I would think so. 


a . Mr. MAcEACHEN: It has been suggested here that the credit unions are 
/ already lending to the full capacity of their share capital, and that the inclusion 
7. _ of the credit unions under this legislation would not provide additional funds 
- for the fishing industry. I think this suggestion arose out of the Nova 

Scotia brief and the New Brunswick brief, but at the same time Senator 
_ Vaillancourt suggested there were ample funds available for loans in the prov- 
ince of Quebec. My question is this: in 1953 the Cooperative Credit Associa- 

tions Act was passed by this government and provided a means by which funds 

could be taken from one part of Canada, or from one central organization in one 
_ part of Canada, and given or allocated to other parts of the country. Do you 
- think that if funds were not available in Nova Scotia, for instance, that this 
i8 provision under the Act passed in 1953 would permit the credit unions to draw 
- on funds in other parts of Canada? 


Mr. LarpLAw: In time, very definitely yes. 


Mr. MACEACHEN: So the fact is that even though there may be a scarcity 
_ of available funds in Nova Scotia where the need is very great, through this 
legislation it could be channelled in from other parts of Canada, so really the 
argument as to the restriction of availability of funds is not valid in view of this 
( possibility. 

Mr. LAIDLAW: Yes, that is the case, although we realize it is going to take 
- gome while to organize this operation. 


Mr. MAcDONNELL (Greenwood): Can you tell us what percentage of the 
business of the credit unions in Nova Scotia would be concerned with fishermen? 
What percentage of your loans would be fishing loans? And secondly can you 
tell us what would be the percentage in the fishing villages; where obviously it 
it would be greater? 


Mr. LaripLaw: I cannot give you those figures. In Nova Scotia, as Mr. 

MacMullin indicated, some 60 of the unions are in communities which are 

| either fishing communities or fishing and farming communities, and about half 

of them are in communities which are exclusively concerned with fishing. 

. Taking that as a rough percentage, that is one seventh of the total credit union 

business in Nova Scotia would be in exclusively fishing areas. With regard 

to the second question—how much of the business in a fishing community would 

be for fishing equipment—again I cannot answer that, but I would be inclined 

to think that in a typical fishing community, I will take for example Grand 

Ktang, which happens to be in the constituency of one of the hon. members of 

the committee, where they have an excellent credit union, that fully half of 
the loans would be for productive purposes in the fishing industry. 


a The CHAIRMAN: Gentlemen, we have one more witness. We shall have 
to hear him this afternoon. After that we shall give consideration to the bill. 


We shall adjourn now until 3.00 o’clock. 
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AFTERNOON SESSION 


June 22nd, 1955. 
3:00 p.m. 


The CHAIRMAN: Gentlemen, I see a quorum. Our next witness is Mr. 
R. J. McMaster, representing the British Columbia Credit Union League. 

Mr. R. J. McMaster: Mr. Chairman, and hon. members of the House of 
Commons: the chairman has warned me that the shorter I am, the more 
chance I have of success. So I shall be extremely careful. 

I think you have already had this morning a fairly good picture of the 
excellent job which the credit unions have done in pioneering this kind of 
lending. 

If you will be good enough to refer to my brief—I won’t go through it in 
detail—you will find outlined in the first two pages in some detail the size 
of the credit union movement in British Columbia, and you will see that the 
fishermen’s credit unions in British Columbia present a slightly different picture 
from that given to you from the Maritimes. 

The total assets of the credit unions in British Columbia are $35 million 
and of that sum $27 million represents share capital. I think that is significant 
when we are dealing with the question of stability. 

Secondly, I draw to your attention that in the last two years the total 
assets of the credit unions of the province of British Columbia have increased 
by 50 per cent so we are dealing with a growing thing, and a thing in which 
more money should be available for the pu of lending with which we are 
concerned here today. 

You will observe that instead of the 30 odd fishing credit unions on the 
east coast, there are only about 8 substantially engaged in fishermen’s loans. 
One of them has close to $2,000,000 in assets, and in the last fifteen years it has 
loaned $8,500,000 to fishermen for various needs. You will find also that one 
of these eight has close to $1,000,000 in assets and has loaned $2,500,000. 
You will get some indication there at the top of pare 2 of the lending of that 
organization in the last five months; that approximately 31 per cent of their 
loans were on the very type of security and for the purposes that this Act 
was defined. You, will see that picture in British Columbia is different from 
Nova Scotia as we are doing a great deal or lending through a smaller number 
of credit. unions, and larger ones have the very type of security contemplated 
by the Bill. These loans are referred to at the top of page 2 and are loans not 
exceeding $4,000. There are other loans for fishing vessels which are in 
substantial sums and with which some of the large credit unions deal, but the 
large bulk of that type of loan is a type of loan with which ‘this kind of 
legislation would be useful. 

Further down on page 2 you will see that 6 per cent is the uniform rate 
in British Columbia charged on this type of loan. Out of that 6 per cent 
insurance on life and against disability is paid. My understanding is that 
the rate is about three-quarters of one per cent for insurance with the Cuna 
Mutual, so that, in other words, the interest on the loan is really at a 57 per 
cent rate which is not substantially different from the provisions Beenie are in 
the proposed Act. 

The fishermen on the west:coast feel, along with the fishermen in other 
‘parts of the country, that the credit unions have pioneered in this field, and 
that having pioneered it for fifteen years, and having shown a remarkably 
small loss ratio, and having regard to the sort of neighbourly nature of the 
organization, that they have demonstrated on the one hand their stability, 
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and further that they deserve the consideration of this House and should 
_ be placed in exactly as favourable a position as the banks in trying to 
accomplish the purpose of this legislation which I take to be to help the 
fishermen. It is not a case of helping the credit unions or helping the banks, 
it is legislation directed to helping the fishermen, and the fisherrnen’s credit 
unions feel that they have demonstrated their ability in the past to do this job. 


‘ One of the problems raised this morning was the question of insurance 
S and I would like to refer to it as to British Columbia. First of all, I would 
o be hopeful that this personal insurance on a man’s life, which at the present 
“y time is included in his interest charge, would be possible to continue under 
- the provisions of the Act as they now are. I think legitimately, that the 
fiishermen should be required to carry that kind of insurance to provide 
protection to the Dominion government itself. In addition to that, the 
ss fishermen on the west coast have organized their own mutual marine insurance 
- * company and they make good use of it. We see to it that our loans are 
insured and the vessels and gear and so on which are taken as security. 

“ One of the basic problems I suppose with which this committee is con- 
ms cerned, as was indicated by the minister’s speech in the House, was the question 
_ . of the stability of credit unions, having regard to the fact that public funds 
would be behind them to some extent. In the first place, I think that a high 
percentage, 80 per cent of the investment in the credit unions being in shares, 
speaks very well for their stability. In other words, that is risk capital, and 
looking at any other financial institution in Canada I have been unable to 
find any which compares in that respect. Generally speaking, it runs from 
10 to 20 per cent. Secondly, there is the history of the losses or the lack of 
losses perhaps, I ought to say—and I think there is a real reason for that 
which would be of interest to this committee—and it is that fishermen generally 
4 live in communities together. It might be that a fisherman has some of the 
characteristics of human nature which other people have. There are those, 
who if they can, avoid their liabilities, and will endeavour to do so. Buta. 
; fisherman living in a community who avoids his liability to the credit union 
in respect to the money he is using, knows it is his neighbour’s money, and 
his neighbour knows it too, so there is a certain measure of social pressure 
to see that there are not too many losses arising by way of bad debts. So I 
think that the government would have that element of stability and security 
which is back of the credit union movement. 

There is in British Columbia substantially similar provisions as in Nova 
Scotia by way of Government inspection and statements, with voluntary 
supervision and assistance from the League organization of the credit unions. 

I think I am correct in saying that all of the eight fishermen’s credit unions 
which would come under the category of legislation of this type in British 
Columbia have chartered accountants as their auditors, so you are dealing 
with a stable organization. 

The second question which I suppose arises is how can the Dominion 
government be sure of financial stability, as one must be sure, when they 
guarantee somebody else’s loan? I suggest to you that there is machinery 
within the provinces through the inspector of credit unions. I talked this over 
with the inspector of credit unions and with our Attorney General before I 

‘came down here to this meeting, and they said they would make available 
to you certificates of some kind from the inspector that in his opinion an 
applicant credit union is a stable organization with which the dominion 
government could deal, and the government could have a financial history 
- say for three or five years if it had been in existence for the previous five years, 
59729—3 
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and financial statements would be submitted and regular quarterly statements 
through the inspector of credit unions. His certificates could deal with the 
stability of the organization and the management of the organization. So 
that in that respect I think that it can be met. 

There is another problem, one which has been raised as a -jurisdictional 
problem in the sense that the dominion government I think quite properly does 
not want to interfere in the field served by the provinces who have assumed 
and done a very excellent job of which we are all proud and pleased in the 


establishment and supervision of these credit unions. I would like to go on - 


record on behalf of the credit union league of British Columbia—and I think it 
is true of all credit unions in Canada—that we want to continue the exercise 
of that jurisdiction. We do not want it interferred with. 

My feeling, Mr. Chairman, is that a method can be devised whereby the 
government in Ottawa can be properly protected as to its interest in this matter 
without interfering with the jurisdiction of the provinces. I have made in my 
brief several concrete suggestions. I do not put these forward as being the end- 
all but as suggestions by which these problems may be met. 

Before dealing with that there has been some question as to whether the 
credit unions will have enough funds to do this job. If you examine my brief 
you will find in British Columbia the credit unions at the present time have 
surplus funds at most times of the year and when they do not have surpluses 
they can borrow from British Columbia Central. They are growing and I do 
not worry about there being sufficient funds. At the present time they must 
have a million or a million and a half out on these types of loans. I have set out 
at page 7 the figures of the size of the-fishing fleet in British Columbia and the 
amount invested in fishing fleets and gears. Roughly it was $45 million on 
vessels and $7 million on gears. So there is a definite area to be developed. In 


British Columbia the credit unions are in a position within their own organ- 


ization and through their central organization to meet a fair share along with 
the banks of what may be required if this legislation is used for the benefit of 
the fishermen in that province. 

Now, turning to the specific suggestions which I have to make at pave 9, 
in the middle of the page, I have suggested there that there be added to the 
definition section of the Act the following words: \ 


Lending institution includes a bank or any other lending institution 
designated by the minister. 


And that the phrase “lending institutions” be substituted for the word “bank” 
throughout the legislation except in section 8 which deals with the Bank’s power 
and would not be applicable. 

Now, basically that suggestion is that in other words we are now towards 
the end oF a parliamentary sitting— 

Mr. FLEMING: It may be close to the end of the parliament too we are 
thinking. 

Mr. McMAstTeER: The thing is that it is towards the end of the session of 
parliament and there are problems to be ironed out with respect to the inclusion 
of credit unions. The credit unions have every confidence in the Minister of 
Fisheries and the Minister of Finance and between them and their departments 


we think we can sit down and work out the practical requirements to ensure : 


to the dominion government the kind of security which they legitimately ask 
for with respect to this kind of loan. Although a lot of us do not like this kind 
of legislation which is left to the minister to make rules and regulations I think 
if it were to be left to the ministers that the credit unions be happy in working 
with them to see what the problems are and try to devise means whereby the 
credit unions could receive proper recognition as a lending institution and be of 


service. 
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At the top of page 8 there is a second problem. As I remember the Act 
there is a guarantee of 15% up to $4 million for the bank and as I see it the 
_ bank is the whole bank and not a branch down on Hastings and Main in 
_ Vancouver. It would be only fair to say that as we see it the whole Royal Bank ° 
_ of Canada gets a 15 per cent guarantee up to half a million and then goes to 
10 per cent, and even a big credit union like Prince Rupert gets the whole 
- thing, and we would be happy if you decided on 10 per cent, that is if you 
_ wanted to limit the guarantee to 10 per cent as far as institutions other than 
- banks are concerned in this legislation. I think that that would be a fair thing 
i to do. We can say that we are not afraid of the future. We have had a good 
_ experience in the past. If we had a 10 per cent guarantee I think it would give 
_ the fishermen that stimulation they require and that the credit unions and 
- banks working together are anxious to assist them in their development. 

"i The suggestion has been made of the possibility of doing this through the 
_ central credit unions. If it is possible to do it through the credit unions we 
_ think it is a preferable thing to do but if not we would suggest we explore the 
_ possibility of doing it through the centrals. There are a lot of difficulties in 
_ that. In the first place the credit unions I think quite rightly feel they should 
be entitled to do it, having done a job like this for 15 years they should be 
_ permitted to continue. Any further step you put in the process will cost 
_ money. There will be another administrative step. Also I think it brings 
4 some difficulty even in the control. It will be a second hand control because 
_ in some provinces the central credit unions do not lend money to individuals 
' but only to other institutions. In Nova Scotia they do lend money to indi- 
_ viduals. In British Columbia they do not. A further thing was mentioned 
a this morning that all credit unions are not in the position that we are happily | 
-inin British Columbia, to take advantage of the Cooperative Credit Association 
Act, and you run into another series of problems there. 

I think the amendment I have suggested would leave open the possibility 
of the officials of the department discussing this in order to try to work out 
_ which would be the best way to deal with the problem. 

: Mr, Chairman, I hope I did not go over my ten minutes. I very much 
appreciate this opportunity to meet this body and speak to it. ‘ 
| The CHAIRMAN: Gentlemen if there are no other questions and there appear 
_ to be none—I believe Mr. Cameron has a question. 
Mr. CAMERON (Nanaimo): Mr. McMaster, what effect do you think the 
legislation as prepared at present would have on the deposit funds of credit 
unions—fishermen’s credit unions—if the legislation were confined to guar- 
anteeing the loans in the banks. 
; Mr. McMaster: It is hard to predict but I do know from practical experi- 
ence in dealing with primary producers—and I think businessmen are very 
- much the same—that there is a difference between 6 per cent and 5 per cent, 
and except for those who have a strong loyalty toward the credit union there 
_ would be a very strong temptation to say ‘“‘we will take the lesser of the two 
evils.” 
Mr. FRASER (Peterborough): In regard to this amendment “lending insti- 
_ tution including banks or any other institutions, designated by the minister’’ 
—that might mean finance companies, trust companies, or anything. It does 
not mention credit unions here. Do you not think that the lending companies 
_ Should be set forth in your amendment so that it would not be left entirely to 
_ the minister? 

Mr. McMaster: That might, I would think Mr. Chairman, be one of the 
considerations of your committee. The only hesitation I would have with regard 
_to it is whether it would raise some suggestion of trying to legislate credit 
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unions. I think that is probabaly on some people’s minds, though on the other 
hand I think Quebec would like to see it there. I leave that, as I say, for the 
consideration of the committee. 2 | 


Mr. FRASER (Peterborough): Would the words “credit union” cover the ‘ 
organizations you have in mind? i 


Mr. McMAstTeErR: I suppose you would have to look at the National Credit 
Association Act—you get some little variation in the name—Credit Union, or 
Caisse Populaire or, in some places, Credit Society, but I think your legal © 
people would be Aile to think out some way of dealing with that. . 


Mr. RICHARDSON: Perhaps the words “lending institution” might tie it down. 3 


_ Mr. McMaster: I think the minister would probably take direction from ~ 
this group on that. 4 


Mr. MAcDONNELL (Greenwood): What is the nature of the security usually 
taken by credit union? Is it uniform and would you have any difficulty in ~ 
complying with the terms of the bill as it now stands? 


Mr. McMaster: I do not think it is uniform. Fundamentally credit union © 
lending policy is based on the character of the man who wishes to borrow, and 
I think that is true of any institution. However, it might be more true of the — 
credit unions. In British Columbia they will take mortgages on this type of 
equipment. I understand that in the eastern part of the country they do not, ~ 
but I feel there would be no difficulty if they wanted to benefit from this legis- — 
lation—about taking the kind of security which the Dominion Government felt © 
was reasonable security. They would be willing in other words to cooperate — 
with a view to getting the benefit of the legislation. 


Mr. MACDONNELL (Greenwood): Have you had to turn away applications © 
for loans because of want of resources? : 


Mr. McMaster: It depends upon the size of the loans we are dealing with... 
In the small loans bracket I think most of the credit unions have lent purely — 
on the character of the borrower, but obviously when you get into the three 
or four thousand dollar loan bracket there is a greater tendency to =2y, “there — 
must be some security for this.” 

Mr. MAcbdONNELL (Greenwood): Have the\ large loans—the loans above © 
$4,000—been innumerous? . 

Mr. McMaster: No, not too numerous. In the large credit unions—in the 
Prince Rupert one for instance—you could find a fair number of large loans, 
say up to $10,000 on the books but in relation to the total operation the 
number is very small. | 

Mr. FueminG: Mr. Chairman, I can appreciate Mr. McMaster’s wish to 
make it as easy as possible for the government to accept the type of amendment 4 
he is proposing, but I do not see why he should go as far as to suggest a 
-reduction on the guarantee from 15 per cent to 10 per cent. It seems to me, 
if I might suggest it to him for his comment, that he might approach this 
question from the point of view of some limit on the aggregate amount rather 
than a reduction in the percentage. In clause 6 of the bill you have got two — 
maxima. You have got 15 per cent of the total aggregate loans and the > 
additional maximum of $500,000. Beyond that, of course, you run into the — 
lower percentage. There might be some reason for reducing the fixed amount — 
to something less than $500,000 if you are going to compare the size of the - 
business done by the credit unions with that done by the banks, but I do not 
see why you should not have the 15 per cent guarantee as well as ‘the bank. 
This is not a problem in percentage, it seems to me, so much as a problem 
of setting your agreed maximum. All I am suggesting is that you should not 
give something away to the committee or to the government unless you » ierke to. 
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i Mr. McMaster: I'am not urging it. I have only referred to it as an 
indication that we are quite desirous of being fair. We do not want to have 
any advantage from the legislation beyond that which anyone else will get. 
If the government feels that 15 per cent is appropriate inthe light of the 
i‘? services which the credit union have done, then certainly we shall be happy 
_ about it. 
es, Mr. FLEMING: There are, of course, other: credit unions besides yourselves, 
_ but I understand that no other union has made the same proposal. It strikes 
me that the percentage should be uniform in all cases for qualifying institutions 
_ and if there is some reason for establishing a lower maximum in the amount, 
_ that could be considered in the case of institutions that are doing smaller 
» business than the large chartered banks. 
i Mr. McMaster: I should have said that the others who have represented 
_ the other credit unions are associating themselves with my brief. That pro- 
_ vision was suggested only with a view to showing a fairness of mind, not with 
_ the view of trying to take anything away from the credit unions. If you 
_ have a limit in mind, I suggest it should be related to total assets. You have 
in British Columbia, for example, a $2 million fishermen’s credit union and 
_ you might have in,the Maritimes a $200,000 union. That is the sort of thing 
_ which the minister might work out—how much the guarantee would be lower 
in relation to the size and stability of the organization, and that sort of thing. 
x Mr. FLEminG: I think that if that suggestion is taken up we would have 
_to put something in the bill on it—if we are going to relate the guarantee to 
_ the assets of the organization involved. 
| Mr. HuNTER: Don’t you feel that in view of the past record of the credit 
unions with regard to losses that whether it is 10 per cent or 15 per cent is 
2 largely an academic question? 
7 Mr. McMaster: That is. my feeling. I think it is a matter, in a sense, 
" of prestige and of knowing that you are on the same footing as other institutions, 
¥ but we are not really concerned whether it is 10 per cent or 15 per cent. 
' That is about the size of it. Mp 
? The CHAIRMAN: Thank you, Mr. McMaster. We have now heard all the 
Hi people who have expressed a desire to be heard on this bill. We have heard 
_ the representations, and the Bill is now in the hands of the committee. The 
- first member who has asked to be heard is Mr. Applewhaite. 
£ Mr. MAcCDONNELL (Greenwood): Are we not to hear from the minister- 
at all? 
- Hon. Mr. Srncuarr: I may say, of course, that I am not the minister who 
is sponsoring the bill. I-am the Minister of Fisheries and I am here mainly 
_ because of our great interest in the credit union movement because we know 
_ what has been done in the last 25 years in rehabilitating the industry and 
in recent years in modernizing the industry. I think every fishing member 
has indicated the same interest. 
M The CHarrman: Is Mr. Fleming a fishing member? 

Hon. Mr. Sincuair: All the fishing members of the House, I meant, not 
i fishing members of the Banking and Commerce Committee. 
q Mr. MACDONNELL (Greenwood): The Minister of Finance is not here but 
_I think we would be glad to hear you in his place. 
z Hon. Mr. Srncuarr: The Minister of Finance is represented here by his 
- parliamentary assistant. 
mt! The CHAIRMAN: I do not think there is any problem. 
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discussion so far is that we have been discussing one thing only in connection 
with this bill and that is the omission of credit unions. There is some possibility — 


4 
. Mr. AppLEWAITE: The first thing which occurs to me in connection with our " 


2 


os 


that we may overlook the fact that this is a new bill and a new principle and ; 


quite a step forward an behalf of fishermen, and despite the’ fact that Mr. 


Sinclair has ust said that it is not his bill I think the committee realizes ~ 


that he is entitled to a fair share of the credit for the fact that it is be- 


fore us now. The question before us now is whether or not credit unions — 


should come in under this bill. I do not think it is necessary for us to 


make long speeches about credit unions. Their position in our society is — 


recognized. They are here to stay and they are on the increase. I think this 
will be accepted by all. I do not think it is necessary either to make any strong 
plea on behalf of their soundness. Their record as it has been explained to us 
today and as many of us have encountered it over a period of years indicates 
how sound they are. 

One of the things that perhaps was not stressed as I think it might have 
been is the amount of local and personal knowledge which the directors and 


managers of credit unions have of fishing business conditions and the personnel 


engaged in the fishing industry in their own area. It is because of that local 
knowledge that I would rather hope that if credit unions do come in under this 
bill their operation will be kept as far as possible on the.local level. There is 
no one who knows more about the soundness and the ability—about the gear 
and boats owned by fishermen than does the board of directors of the credit 
unions in the home community of the fishermen. I think that was perhaps 
proved by the fact that has been stated here so often that the fishermen’s 
credit unions are now to a large extent doing without government guarantee 
what they are presently asking to be allowed to do with the same type of 
guarantee that is going to be given to a bank. 

There is no question that the credit unions, at least those in fishing 
communities, want to,come in under this Act. They are all represented here 


today and are asking to come in. As I understand it, they would. not want — 


to come in if it meant they were going to become subject entirely to federal 
distribution in so far as charters, licenses and so forth are concerned. However, 


I do understand that if they do come in they are\ willing to be subject to such 


form of federal audit as to their assets and liabilities, profit and loss statements 
and so forth on very much the same basis as do banks and insurance companies 
and other bodies of a financial nature dealing under a federal Act. 

I might also mention that one of the difficulties that they and other lending 
institutions might encounter in connection with possible losses has largely been 
taken care of now by the introduction and passing of the Fishermen’s Loan Act. 

I propose, Mr. Chairman, to move an amendment a copy of which I shall 
send up to you and I am going to read it to the committee at this stage because 
I do'not know at what stage I should move it and because it will affect eight 
out of the 14 clauses in the Act. I should like to say in advance that I am not 
wedded to the actual wording of the amendment I am going to move, but I 
am wedded to the objective that I am trying to accomplish. I should like to 
say in my own defence that I had this amendment typed last evening before 
I had the privilege of reading Mr. McMaster’s brief, particularly page 9 thereof. 


The amendment I propose to move is: That Clause 2 of the Fishermen’s 


Improvement Loans Act be amended by adding thereto as Section (i) 1 
“lending institution’ means a@ loan, insurance, trust or other company or 


corporation, trustee of trust funds, building society, credit union, or other. 


cooperative credit society, authorized to lend money on the security of real 
or immovable property, which shall be designated by the Governor-in-Council 
as a lending institution authorized to make loans under this Act. That there be 
inserted after the word “bank” wherever it appears in Sections 3, 4, 6, 7, 9, 10, 
and 11 of the said Act, the words “or lending institution”. 
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The CHairMAN: Mr. Applewhaite, do you mind reading the amendment 


again slowly for the benefit of the committee? 


Mr. APPLEWHAITE: If I might put the lead in in my own words, it is that 
the definition section be amended by adding thereto the following definition— 
“lending institution’? means. a loan, insurance, trust or other company or 
corporation, trustee of trust funds, building society, credit union, or other 
cooperative credit society, authorized to lend money on the security of 
real or immovable property, which shall be designated by the Governor in 
Council as a lending institution authorized to make loans under this Act. 
The rest of my amendment would simply have the effect of inserting the words 
“or lending institution” wherever “bank” appears in the Act except in 
section 8. 

If I may speak to this amendment for a moment I would like to explain 
first that this lengthy definition I have given of “lending institution” I took 
from the old National Housing Act as a precedent because I thought it advisable 
that if we were going to extend the Act at all it should be extended in the 
same form as the other financial loan Acts in our own statutes. All I have 
added to that definition are the words, “which shall be designated by the 
Governor in Council as a lending institution authorized to make loans under 
this Act.” 


I have put in the words “Governor in Council” rather than “the minister”, 
which I see appears in Mr. McMaster’s brief, not only because the minister as 
defined under this Act is not the Minister of Fisheries but because under 
section 7 of the Act it is the Governor in Council who has the authority to 
make regulations under the Act. I have not left the word “bank” included in 
my definition because I do believe that banks are in a class apart in so far as 
financial institutions in Canada are concerned as is very much evidenced by 
section 8 of this bill which indicates that certain legislation has to be passed 
to straighten up an Act of this kind viz. the banking legislation. The reason 
for doing this was explained in words which were almost taken out of my 
mouth—first-we do not want to delay this bill and it is possible that drafting 


and so on will result in a delay if we insist on giving the credit unions the - 


same authority we are offering to the banks as of now, and second we do not 
necessarily want to wait to bring credit unions in until sometime when it is 
decided to reopen the Act on the floor of the House of Commons. That can only 
be done of course when parliament is in session and it is not done every 
year in any event. By making the provision whereby the governmental 
authorities “can look into this question and investigate the credit unions 
either individually or by classes and then come to a conclusion they can 
at such time as they see fit take action to bring the credit unions in under the 
Act and if they read the minutes of this committee meeting as they doubtless 
will I think they will find that there is a pretty general demand that this be 
done. Some objections might be taken to this action. One of them, of course, 
would be the old argument, “Well, it has not been done before; it does not 
appear in the Farm Improvement Loans Act or the National Housing Act,” 
or something to that effect. It does, as a matter of fact, appear in the National 
Housing Act. 


However, Mr. Chairman, I would like to say that there was a Farm 
Improvement Loans Act and other legislation of that kind on the statute 
books for years before anything was done for fishermen and if for once in the 
history of Canada the fishermen should be a step ahead why on earth should 
they not be? From a practical point of view surely the experience which might 
be gained under an experiment of this kind might prove very useful and 
people might wish to open the possibility of extending similar privileges to 
farmers and other credit unions. The result will be to enable a certain amount 
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of financing for the benefit of fishermen to be done with the fishermen’s 
own money. The result will also be to enable the fishermen’s own money to be 
loaned to fishermen at a rate not exceeding 5 per cent on major long-term 
loans, and the following sentence from the Prince Rupert Credit Union’s letter 
to the Minister of Fisheries is, I think, worth reading into the record at this 
point: ‘We also feel that if there are any special priviliges that are going 
to be granted to the banks in making such loans, the same privileges should 
be granted to the credit unions”. I think that is legitimate but I do not 
think it is enough in itself apart from prestige and the desire to rank with 
banks. There is the practical argument in favour of this measure that the 
fishermen’s credit union people are those who know the credit needs and 
the credit liability of everybody in their area who is engaged in fishing as 
the best bank branch manager could not possibly know them. They have 
pioneered in this work and they have experience in this type of work far 
ahead of any chartered bank. Therefore they should be given an opportunity 
to continue the work they have done so well, but to continue it with the same 
type of government guarantee which we are now offering to the banks. 
Therefore, either now or at such time as you decide is in order, Mr. Chairman, 
I wish to move the amendment which I have read. . 


The CHAIRMAN: Mr. Macdonnell. 


Mr. MAcDONNELL (Greenwood): Mr. Chairman, I think we have all had a 
useful experience today in hearing about the very interesting type of business 
which has been carried on by credit unions and which has impressed us for two 
reasons: first of all, because it has been carried on so efficiently, and secondly 
because it met such an urgent need, in what seems to be suth a natural and 
effective manner. I think probably everyone in this room hoped this morning 
that there might be some way found to grant the request which the credit 
unions have made and that they be included in the legislation. I know that 
was my own feeling certainly and while I realized that there was some con- 
stitutional difficulty, nevertheless I hoped that it might be got over. 

I am very happy indeed at the thought of an amendment which would 
include the credit unions, but I find myself greatly surprised at the scope of 
this amendment which includes trustees and trust funds. I take it that what- 
ever these loans will be it is not at all clear that they’ will come within the 
definition of trustee funds. There is a reference to insurance companies, to 
trust companies, to building societies. Indeed almost all of those referred to 
here in addition to the credit unions surprise me and at first flush seem to me 
to be unnecessary. So far as I know, these people have not asked for it. My 
initial impression is: why do we need to clutter it up in that way? I am not 
overlooking the fact that there is a qualifying phrase later on which would 
permit the governor in council to designate what is a lending institution, but 
I still raise the question whether it is natural to take in this wide range and 
include all these people. 

I have one further comment: if in fact the minister has had no chance to 
survey this, and if it comes to him as it did to me as an entire surprise, I mean 
the wording of it, I would suggest that we take some little time on it, even if 
it has been considered, and if we are not going to get a definite reeommendation 
from the government on it, that we should wait in order to give a chance to the 
department concerned to consider this important matter. 

Let me repeat: every man in this room, so far as I could judge at this 
morning’s meeting hoped some way could be found to grant the request of the 
credit unions, I strongly urge that we consider carefully whether we are doing 
it in the most sensible way in relation to the amendment. I hope we may 
hear an expression of opinion from the government. 
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Mr. ASHBOURNE: Mr. Chairman, I do not want to take up the time of the 
committee, but in view of the fact there was no representation from Newfound- 
land, and no brief from Newfoundland presented to the committee either this 
morning or this afternoon, I would like to say, although I have not received any 
representation whatsoever from any fishermen or credit union body in New- 
foundland, or from any cooperative—yet I would like to go on record as saying 
that I support the representations which have been made today to this com- 
mittee. These people have made outa good case and the briefs have been ~ 
well prepared and are very informative. And I want to go on record as being 
in favour of the amendment as presented by Mr. Applewhaite. ; 


We have heard from the Maritime areas both in the Pacific area as well as 
in the Atlantic provinces, and I think the fact itself that these credit unions, as 
already pointed out, have pioneered this field, and have been of such good ser- 
vice and benefit to the fishermen in hard times and also in these more prosper- 
ous times that they should have accorded to them the opportunity so that their 
funds can be invested. Of course I know that the resources and the financial 
standing of these credit unions have to be investigated in order to ascertain if 
they are in a sound financial condition and in good standing. But having ascer- 
tained their stability after due examination regarding their reserves and so on, 
I think that the amendment is a good one, particularly so because in the Mari- 
times and in the Atlantic provinces while.we have banks down there, Canadian 
chartered banks, yet there are not banks in every locality, and in a good many 
localities there are groups of fishermen who would be put to certain expense if 
they had to go to the bank in order to put their case and in order to get these ~ 
necessary loans. I think that the credit unions having been in the field so long 
should be extended this privilege as has been moved in the amendment. I 
realize, in view of the need, the great effort put forth to provide the necessary 
funds to finance the requirements of the fishermen, and that this extension to 
the credit unions is a way of doing it and I heartily support the amendment. 


The CHAIRMAN: Mr. Arsenault. 


Mr. ARSENAULT: Mr. Chairman, I just wish to say that I share the views 
expressed in this amendment and I want to support it very heartily, but at the 
same time I do not know whether I would be in order at this moment in men- 
tioning the fact that I intend to move a very slight sub-amendment. Perhaps 
my sub-amendment might be brought about through the sponsor of the main 
amendment and with your permission, Mr. Chairman, and with the agreement 
of the committee. I am much afraid that the words “credit union” do not give 
the right definition for perhaps the right legal translation of Caisse Populaire. 
A broad translation of Caisse Populaire would be ‘popular banks’’, and even at 
that popular banks is a phrase which is not to be found in the charter of the 
Caisse Populaire or in any of their documents. They simply use the words 
“Caisse Populaire’ which are not translatable, because the Caisse Populaire 
works on a different basis than credit unions, and they are functioning under a 
different type of legislation. While their aim is the same, the Caisse Populaire 
stands towards a credit union in a similar position that a Christian church of . 
one denomination would stand towards another Christian church of another 
denomination. The aim is the same, but they are not working under the same 
basis. Therefore I would like to move a sub-amendment on the fifth line right 
' after “credit union”, that the words “Caisse Populaire’ be inserted. 


Mr. APPLEWHAITE: I would be very agreeable. 
‘ The CHAIRMAN: I think that is all right. 


Mr. CAMERON (Nanaimo): Mr. Chairman like all the other members who 
have spoken, I express my support and I know the support of my group in the 
House for this proposed amendment to include credit unions. But like Mr. 
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Macdonnell I find myself a little puzzled as to the necessity for including quite 
such a variety. I gathered from what Mr. Applewhaite said that he had taken 
the wording from another piece of legislation. I can understand the motive 
or idea that if you have a precedent, you are more likely to get your way. But 
I think it is likely to cause some unnecessary confusion to have all these other 
institutions metioned, and my chief objection to it is this: that it cuts the 
ground from under the most powerful argument which Mr. Applewhaite raised 
with regard to the desirability of including credit unions, that the local people 
in a cooperative organization know better than any branch manager or any 
manager of a loan company or of a trust company or of an Insurance company 
could know, what are the relative risks. 

So I would like to ask Mr. Applewhaite to consider eliminating this wide 
variety of lending institutions he has listed here and to reduce it to the credit 
union, caisse populaire or other cooperative credit societies. I think that that 
would cover all the types of things we have in mind. 


Mr. MicHENER: Mr. Chairman, in agreeing with what has been said about 
the merits of this case, I should like to make some comment on the amendment 
which is proposed. I am sure we all want to do nothing which would in any 
way discourage the fishermen’s credit unions or cooperatives in the work they 
are doing. That is the case we have heard before us and it seems to me if the 
amendment were limited to its real purpose it would be unobjectionable and 
I hope the minister who is responsible and his parliamentary assistant will 
find the appropriate words. I would like to add to the objections already made 
that the definition has been taken from a Housing Act and limits the loaning 
societies to those which have power to loan on real and removable property 
which is not the principle of fisheries loaning; we are speaking of loaning on 
ships and gears and I am not sure whether they would be removable property. 
If the amendment were simplified to lending institutions, the lending institu- 
tion means, I would say, a fishermen’s credit union. I do not know why we 
need say moré than we intend. It seems to me in regard to the argument of 
Mr. Cameron and Mr. Applewhaite that these,credit unions are in a position 
to know what loans can be made to advantage and if it were limited to 


fishermen’s credit unions, caisse populaire or credit societies, which may be 


designated by the minister, it seems to me we would then have what the 
committee as a whole seems to desire without doing any harm. 


In fact I think there would be some harm in inviting trust companies and 


others who have no experience with fishermen and their habits to get into— 
this business. It would be perhaps destroying on the one hand what we are 


trying to help the credit unions do. 


Hon. Mr. SincLarr: Mr. Chairman, I do not want to influence the members 
of the Banking and Commerce Committee, but I must say that I join in the 
observations of Mr. Cameron, Mr. Macdonnell and Mr. Michener. As you 
remember this meeting was held because it was announced we would have 
these hearings before thé Banking and Commerce Committee so that all 
groups interested could come here and say what they wished about the bill. 
There are no loan companies or trust companies here but there are the credit 
unions. 


The second point is that to clutter up the Act with these other companies 
is not really of any importance because I think it is highly unlikely that any 
trustee of a trust fund would put those funds on a loan as risky as a fisherman’s 
small boat or weir or trap. Building societies are specifically barred because 


the Fisheries Improvement Act restricts loans to fishing and boats and fishing © 


gear either at sea or on the shore. It may be that three years from now when 
this first stage of the Act expires and the Act is renewed it will be possible 
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to extend this Act as the Farm Improvement Act was extended from farm 
equipment to farmers’ homes. But at the moment the only group who are 
concerned in the field and who want to be included are credit unions. 

As far as Mr. Michener’s point about fishermen’s credit unions is concerned, 
I think that would be rather hard to define because while there are some credit 
unions composed completely of fishermen yet there are others that are not. 

I must confess I was very impressed by Mr. MeMaster’s suggestion that 
the amendment just be: lending institution means bank as defined by the 
Bank Act or other lending institution designated by the minister and approved . 
by the Governor in Council. It may be true that there are members who do 
not like to give powers like that to a minister but the first three years of this 
Act will be like the first three years of the Farm Improvement Loan Act, a 
time of testing and experience. I think we can rely on the fact that the 
Minister of Finance is not going to expand this field in the first three years very 
much beyond either banks or credit unions. For this reason I would suggest 
that the amendment of Mr. McMaster, or words like that, would be more 
helpful. 

I think it is important if the members do want the government to consider 
the inclusion of the credit unions to have some amendment here. If the bill 
goes forward as it is, obviously the Minister of Finance is going to have to 
restrict his loans to banks. I would suggest a more general amendment along 
the lines proposed by Mr. McMaster could serve the proposal advocated by 
the credit unions better than a long amendment such as this is which is after 
all modelled on housing legislation and not on fishermen’s loan legislation. 

The CHAIRMAN: Gentlemen, will you follow me for a moment on what is 
suggested following the discussion and following some guidance from an Official 
of the Department of Finance. Lending institution means a credit union, 
cdisse populaire, or other cooperative credit society authorized to lend money 
on the security of real or removable property which shall be defined in the 
regulations referred to in section 7. Section 7 provides for the regulations. 

Mr. PHILPOTT: You have not mentioned banks in there. | 

The CHAIRMAN: The banks are under supervision now. 

Mr. MICHENER: You missed my point there, leaving in that “real and 
removable”. I do not think that any credit union has that power at all. 

The CHAIRMAN: I will read the amendment: 


Lending institution means credit union, caisse populaire or other 
cooperative credit society which shall be defined in the regulations 
referred. to in section 7. 


. That should meet everybody’s views. 


Mr. BENIDICKSON: It would be most awkward to have an order in council 


for approving every individual union. 


Mr. MAcDONNELL (Greenwood): Would it not be natural to have the banks 
in there? e 

The CHAIRMAN:: The banks are dealt with separately. Have you any 
objection to that, Mr. Applewhaite? 

Mr. APPLEWHAITE: No. As I said I was not wedded to the wording but 
was wedded to the principle. If we are going to do it by legislation it is fine 
with me. 4 

Mr. FLEMING: Mr. Chairman, I think the suggestion you made now meets 
the needs of the situation but there is one condition which Mr. Macdonnell 
draws attention to. What you have proposed is a definition of lending institu- 
tion. If you are going to define it in that form and not include the bank 
in the lending institution then you must insert some of the wording which Mr. 
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Applewhaite has suggested, that there be inserted after the word “bank” the 


words “lending institutions” and so on. Would it not be simpler simply to 
take out the word “bank’? wherever it appears in the Act and include bank 
within the scope of the definition of lending institution that is now proposed 
and then use the expression “lending institution” throughout the Act. Other- 
wise, I think we will have to take another look at this because the word “bank” 
appears throughout the Actin about 20 different places in a rough count. 
I would suggest that the draftsmen should have a better look at this. I take it 
we are in agreement as to the way we are going to go about it. In other 
words we are eliminating all these various types of lending institutions 
which have not asked to be brought in and it would only clutter up the 
Act if they were brought in and you are taking out the expression Mr. 
Michener took exception to. You are meeting I think what would be the 
objection some of us might have had to the proposal of leaving it too wide open 
in specifying that the caisse populaire and other cooperative credit societies 
are to have a status accorded to them by the words of the Act. I think we 
ought to insist those words should be in. I take it, we are pretty much all 
in agreement on what shall be the scope and the purpose of the amendment. 
The question is whether “bank” should be included in the definition of lending 
institution and simply use that throughout the Act in lieu of the present 
expression “bank” or leave the word “bank” out of the words “lending 
institution” and say “bank or lending institution.” It seems to me that that 
is a thing for the draftsmen to take a look at because it will make necessary 
several amendments in the bill. 

Mr. APPLEWHAITE: We want the Act to go into effect at the earliest 
possible date. The minute the Act is given royal assent the banks are authorized 
to go ahead and it may take some little time for the Governor-in-Council to 
say what classes of credit unions and lending institutions he will prescribe. 
I also think that banks being a different type, in being chartered banks, that 
it should be “banks and/or lending institutions’ 

Mr. QuetcH: Mr. Chairman, I think the eedit unions made an Ae cellent 
case this morning and I will certainly support it. I think that the suggestion you 
made respecting this agreement would be quite satisfactory. I would certainly 
not think it wise to clutter up the Act with all the different institutions. 

The CHAIRMAN: The question of making the amendment in Mr. McMaster’s 
terms was canvesed and found unacceptable, since it presented some new 
problems. Mr. Applewhaite made reference to it and felt this ‘was the better 
way and more likely to find acceptance by the Department of Finance than 
the other one. For that reason it is being done this way. ; 

Mr. HENDERSON: Would you read that amendment again, please? 

The CHAIRMAN: “Lending institution means the credit union, cdisse 
populaire, or other cooperative credit society which shall be defined in the 
regulations referred to in section 7 as a lending institution authorized to make 


loans under the Act,” and then there follows that there should be inserted after 


the word “bank” in the various sections the words ‘or lending institution’. 

Mr. MacDoNNELL (Greenwood): Mr. Chairman, we are in the happy position 
of being, it would seem, unanimous. Now all we have to do is to draft this 
section, but 40 people cannot draft a section. It should be turned back to the 
expert draftsmen. If we try to do this here in a hurry we are sure to make 
some mistake. It is a job for one or two people sitting down and going over 
the matter quietly, and surely the world is not going to end if we adjourn 
until tomorrow morning and have something which we can all accept. 
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The CHAIRMAN: Let us put it this way; we have agreed to that in 


‘principle. Let us deal with the Act, and when we come in tomorrow morning 
_ we will deal with that particular section after having it redrafted. 


Mr. FLEMING: The important thing is that we are agreed in principle, and 
the amendment will have to be reviewed— 

The CHAIRMAN: There is no reason why we should not deal with the bill 
in the interval. 

Mr. MACDONNELL: (Greenwood): Is that the most sensible thing? We cannot 
if things are to be changed. 

The CHAIRMAN: The estimates of the Department of Fisheries are on 
tomorrow— 

Mr. FLEMING: Let us meet at 10 o’clock. 

The CHAIRMAN: I do not wish to have a debate in here and then another 
in the House. 

Mr. FLEMING: There is a problem there. How long would it take for the 
law officers to redraft this section? We could meet at 8 o’clock if they 
could do it in the meantime. 

An hon. MEMBER: It is Wednesday night. 

Mr. FLEMING: I am prepared to come back here. 

Mr. CAMERON (Nanaimo): I think Mr. Fleming’s point is well taken. If 
we pass all those sections we might pass one that is going to be amended. 

Hon. Mr. Sincuair: I think the suggestion to leave this to the Department 
of Justice to redraft is an excellent one because there will have to be changes 
in the section on the amount of the guarantees. I do not know why we have to 
hurry this on tomorrow. I undersand that the session is going to last two 
weeks more, according to prominent conservatives. 

The CHAIRMAN: Would you like to have this discussed on your estimates 
tomorrow for a couple of hours? 

Hon. Mr. Srncuair: I do not think they will. I think most of the views 
have been expressed. 

The CHAIRMAN: They may spend two hours congratulating you. 

Hon. Mr. SINCLAIR: What is wrong with that? 

The CHAIRMAN: We will adjourn until 10 o’clock tomorrow morning. 


EVIDENCE 


4 THURSDAY, June 23, 1955. 
10.00 a.m. 


_ The CHaiRMaAN: I see a quorum, gentlemen. ‘You have before you the 
suggested amendment: 


“SUGGESTED AMENDMENT LO; 


Bill No, 452, An Act respecting Loans to assist Fishermen engaged 
in a Primary Fishing Enterprise. — . 


(1). by adding immediately after subclause (1) of Clause 2 the 
following new subclause (j): i 


(j) “lender” means 
(1) a bank, and 


(ii) a credit union, caisse populaire, or other co-operative credit 
society designated by the Minister as a lender for the purposes 
of this Act; 


(2) By relettering subclauses (j), (k), (l) and (m). as’ Ghiyo 41), 
(m) and (n) respectively. 


(3) By deleting the word “bank” wherever it appears in clauses 3, 
4, 6, 7, 9, 10 and 11 and substituting therefor the word “lender”. 


(4) By deleting the word “banks” where it appears in subclause (b) 
of Clause 6 and substituting therefor the word “lenders.” 


You also have before you the further suggested amendment to clause 6 
of the bill. The purpose of that, of course, is to increase the amount from 
15 to 20 but to make $10 million available for each group. As we come to the 

_ clause we will deal with it. | 


We are now at clause 1 and if there is no objection it will carry. 
Carried. 

Clause 2. 

Mr. APPLEWHAITE: I will move the amendment. 


The CHAIRMAN: Mr. Applewhaite moves the amendment. You have the 
amendment before you. Shall it carry? 


Carried. 


Mr. APPLEWHAITE: I will move the amendment in each case. 


F The CHAIRMAN: Clause 3. There is an amendment to clause 3 which you 
are moving, Mr. Applewhaite? 


Mr. APPLEWHAITE: Yes. — 
The CHAIRMAN: There is an amendment to clause 4. 
Mr. APPLEWHAITE: Yes. 
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The CHAIRMAN: There is no amendment to clause 5. There is an amend- 
ment to clause 6 and may I read it for those who do not have a copy: 


“By substituting for subclause (b) of clause 6 the following: 


(b) to make any payment 

(i) to a bank in respect of loss sactaied by it as a result of a 
guaranteed loan made after the aggregate loans made by all 
banks exceeds $10 million or 

(ii) to any other lender in respect of loss sustained by it as a result 
of a guaranteed loan made after the aggregate principal amount 
of the guaranteed loans made by all such lenders exceeds 
$10 million.” 


Mr. APPLEWHAITE: First of all, Mr. Chairman, that means that Spc 
(4) of the first amendment is withdrawn? 

The CHAIRMAN: Yes. Subclause (4) of the first amendment is out. 

Mr. Fueminc: Mr. Chairman, I gather that the effect of this is to reduce 
the over-all amount available for the banks from $15 million as in the bill 
to $10 million as proposed in the amendment. 

The CHAIRMAN: Would you repeat that please? 

Mr. FLEMING: The effect of the proposed amendment is to teayte the total 
loans made by all banks having loans oe this Act from $15 million to $10 
million? 

The CHAIRMAN: That is quite right. 

Mr. Fueminc: At the same time on the other side of the scale you have 
provision for making up to $10 million available for the other lenders. I gather 
from what was said yesterday they are not so likely to use up the full $10 
million in the second group, but I am wondering whether the net effect of the 
amount might be to reduce the over-all sum proposed in the bill; namely $15 
million. 

The CHAIRMAN: I am informed that the banks think that is adequate. ‘The 
$15 million was a pretty high figure and the $10 million meets the view of the 
banks. 

Mr. FLEMING: Having regard to the fact that this is remedial legislation and 
need was made out for it, I think we would not want to see any step taken now 
which is going to impair the efficacy of the bill. 

The CHAIRMAN: The departmental view is that the $10 million is adequate. 
That view is shared by the banks. The department will raise the amount if 
the need is there. That is my information. 

Mr. MAcDONNELL (Greenwood): Have you before you clause 6 as it will 
read? 

The CHAIRMAN: When you reach the word “and” (b) will.read: 


To make any payment ©) to a bank in respect of loss sustained 
by it as a result of a guaranteed loan. ...made..... 


I just added the word “made” in there. 

Mr. MacpDONNELL (Greenwood): clause (a) remains as it is? 

The CHAIRMAN: Yes. (b) is the one we are changing. 

Mr. MacpoNNELL (Greenwood): Does clause (a) remain as it is or does 
“bank” become “lender’’? : 

The CHAIRMAN: “bank” becomes lender.” 
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Mr. APPLEWHAITE: In so far as the over-all sum is concerned it is still 
in the nature of a revolving fund. 


The CHAIRMAN: Yes. 


Mr. APPLEWHAITE: If the loans the banks made were at the maximum they 
could have 2,500 $4,000 loans outstanding at one time and as they were paid 
off the funds would continue to be available. I do not want to be too 
technical, but can we carry clause 6? 

The CHAIRMAN: It is a recommendation. That is all we can do. 


Mr. FLEMING: I have a question on clause 5. The power is given by clause 
5 of the bill to the Governor in Council to terminate the Crown liability in 
respect to these loans in any locality on proclamation, and then there is power 
given in subclause (2) to revise the lending powers by a further proclamation. 
What is the type of situation that is envisaged which has given rise to that? 

The CHAIRMAN: This section was taken from the Farm Improvement Loan 
Act. They have in mind the suspending of loans on one coast or the other where 
they may be overloaned. 

Mr. FLEMING: If that is the case it strikes me that it is not a good enough 
reason. After all, what we are dealing with here is a need and the bill is 
intended to provide measures to meet a need of credit for fishermen. Just 
because the lending might become heavy on one coast and not so heavy on the 
other does not seem to be any reason for suspending the lending provisions of 
the Act in either place. I think that if the lending is heavy on one coast it 
points to the fact that the need is great and the benefits of the Act are 
great accordingly. If the lending is light on the other coast it seems to indi- 
cate the need is not so great. That is no reason for suspending the provisions 
of the Act in either case. I am not suggesting there would be an attempt to 
take discriminatory action on power of this kind but it would put power in 
the hands of the cabinet if it chose to single out some particular area and say 
there will be no more loans in that area. I question whether that type of pro- 
vision is going to commend itself to the members of the committee who are 


already persuaded that the need exists and are anxious to make this matter 
effective to meet the need. 


The CHAIRMAN: May I say to the committee that that same section is in 
the Farm Improvements Act and in the Housing Act. It gives the Governor 
in Council a certain amount of flexibility in the early experimental stages. At 
this stage we would be wise to leave it in and give the department the 
opportunity to experiment a bit with it. 

Mr. FLEMING: On clause 5 if there is no better explanation to be given 
than we have heard, I want to say that I am against clause 5. 

The CHAIRMAN: I will draw the minister’s attention to what has been 
said here and ask him to say something about it when it reaches the floor 
of the House. Does clause 5 carry? 

Mr. FLEMING: On division. 


Subclause 6 (a), as amended, is carried and we will make a recommenda- 
tion with respect to 6 (b). 


Clause 7—Regulations—carried with the amendment. There is an 
amendment to clause 7. 


Clause 8. 


Mr. MACDONNELL: There is a question with regard to section 8. Has the 
Department of Justice considered carefully whether there is anything in that 
section which would be needed for the use of the other lenders? Is the chairman 
quite clear that if this is confined to the banks there will be nothing wanting 
in the power of the other lenders? i 
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The CHAIRMAN: This bill has come from the Department of Justice. | 

Mr. MAcDONNELL: I appreciate that this is to meet the deficiency in the 
bank powers, and maybe it is the complete answer. 

The CHAIRMAN: That is what the officials tell me. | 

Mr. APPLEWHAITE: I think the incorporation of other lenders is all under 
provincial statutes and therefore the federal statute has not put any restriction 
on their powers. 

Mr. FLEMING: I take it that section 8 is after all an empowering section. 
This does not add something to the powers of the banks, nor does it take any- 
thing away and as far as the credit unions, the Caisses Populaires and credit 
societies are concerned; they will have to find their powers under provincial 
letters patent and the provincial statute under which they receive their letters 
patent and the minister in deciding whether they qualify under the Act to be 
designated as lenders under our new definition of lenders in clause 2 will have 
to look at the powers of each of these. 

The CHAIRMAN: The department agrees with your views. 

Clause 9 with amendment is carried. 

Clause 10 with amendment is carried 

Clause 11 with amendment is carried. 


Clause 12. : 

Mr. FLEMING: Mr. Chairman, I have one question with regard to the report 
in clause 12. Will three months be required to complete that report? That 
would mean that in an ordinary session of parliament the report would not 
be available until July 1st with the consequence that it would not come before 
parliament until the following session, by which time it would be at least 
10 months stale. 

The CHAIRMAN: That is the same as the Farm Improvement Act, and the 
same as the Veterans Business Loans Act. 

Mr. FLemiInG: That is not a good enough reason, because here you are: 
in a smaller field. We are plagued so often with reports which are too stale 
to be very much help to us and under the provisions of clause 12 that the 
report shall be made within 3 months of the end of the fiscal year, it means 
the 30th of June. We are not always going to be here on the 30th of June. 

Mr. MAcCDONNELL (Greenwood): The point is, can they without too great 
an inconvenience present it within a shorter time? . 

The CHAIRMAN: The department points out that this really is a scattered 
field which makes it more difficult and that this is the normal term which 
they have used in the other Acts. For that reason they believe it is applicable 
here. There is something to be said for that view. 

Mr. FLEMING: Will you ask the minister if he would take a look at this 
and reconsider it before the bill goes to the House? 

The CHAIRMAN: That is two matters which the minister will have to 
look at.. 

Clause 12 carried. ° 

Clause 13 carried. 

Clause 14 carried. 

Mr. APPLEWHAITE: On clause 14 I would just like to mention, Mr. Chairman, 
that the fact that fishing starts in most areas in the Spring should be borne 
‘in mind. The minister and his advisers should also bear in mind the fact 
that if fishermen and others are to benefit from this Act in the coming fishing 
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season it should be proclaimed in time for them to get their improvements 
under way during the late Fall and early winter. A delay in the proclamation 
of this Act for a few months could delay its coming into effect for a year 
and a half. 

The CHAIRMAN: That is one of the things I have in mind and when the 
estimates are up today you will have the opportunity to make those observa- 
tions to the Minister of Fisheries, and through him to the Minister of Finance. 

Mr. FLEMING: Would not those remarks be more properly be made on the 
bill when it comes up? 

The CHAIRMAN: In any event I intend to bring to the minister’s notice 
the observations which Mr. Fleming made on clause 5 and’ clause 12, and 
also the observation made by Mr. Applewhaite on clause 14. 


Shall the title carry? 

Carried. 

Shall the bill as amended carry? 

Carried. 

Shall I report the bill as amended, with the recommendation in respect 
to clause 6? 

Carried. 

That is all for the time being. We have two more bills which have been 
referred to the committee. We will have a meeting on Tuesday, and that 


_ will be the work for the session. We will now adjourn until early on Tuesday 
morning. 
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APPENDIX “A” 


Representations from 


1. Prince Rupert Fishermen’s Co-operative Association, 
Prince Rupert, B.C. 


2. Gulf and Fraser Fishermen’s Credit Union, Vancouver, B.C. 


3. Prince Rupert Fishermen’s Credit Union, Cow Bay, B.C. 
and Prince Rupert, B.C. 
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APPENDIX “A” 
PRINCE RUPERT FISHERMEN’S CO-OPERATIVE ASSOCIATION 


P.O. Box 340. 
Prince Rupert, B.C. 
JUNE 17TH, 1955. 


The Honourable James Sinclair, ° 
Minister of Fisheries, 
Ottawa, Canada. 


Dear Mr. Sinclair: 


We understand that a bill has been introduced in the House of Commons 
to provide for an Act respecting loans to assist fishermen engaged in a primary 
fishing enterprise. This Act seems to be similar to the one already in effect to 
assist people engaged in an agricultural enterprise. 


Our association wishes to express its great satisfaction with the intent of 
this bill and to add its wholehearted support to it. Considering the impor- 
tance ‘of the fishing industry to the whole Canadian economy we feel that the 
time is indeed opportune for the initiation of such legislation. 


However, there appears to us to be one serious omission in this bill. 
That is in the failure to include fishermen’s credit unions, together with the 
chartered banks, as recognized financial institutions to which the government 
is prepared to extend the guarantee for loans provided in the proposed Act. 
We would most strongly urge that the government consider an amendment to 
the bill, providing that the same guarantee can be given to fishermen’s credit 
unions as given to the chartered banks under the terms of the proposed Act. 

We realize that it has been argued that the credit unions do not come under 
federal control and are possibly not as rigorously controlled as are the chartered 
banks. Experience has shown, however, that credit unions have had a very good 
record and their losses have been minor. In this regard it is well to point out 
the record of fishermen’s credit unions in British Columbia that were closely 
allied in their operations with the Fishermen’s Co-operative Association. As you 
know, this association is in dire straits at the present time and indeed it is 
likely that it will wind up its affairs during the next year or two with a 
considerable loss resulting therefrom to the shareholders of the co-operative. 


The Gulf and Fraser Fishermen’s Credit Union of Vancouver and the 


. West Coast Credit Union of Victoria have both been very closely connected 


with the Fishermen’s Co-operative Association and were continuously making 
loans to members of the co-op, with payment in many cases being based on 
final payments to be received from the co-op. As you probably know, the 
co-op was unable to make any financial payments for its 1951 and 1952 produc- 
tion, and this posed a serious problem for the two credit unions in question. 
However, we are happy to report that both credit unions have survived this 
situation, and have not only survived it but have come through it with what 
could be termed “flying colours’’. Statistics show that the loss of the credit 
unions of B.C. have not exceeded. 1 per cent. 

If the type of control that is presently available through the provincial 
government does not seem to be sufficient to meet with the requirements of 
the legislation in question we feel sure that the credit unions would be glad 
to-co-operate in any way possible with the federal government and the pro- 
vincial government in removing such objections. 
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Again may we most) strongly urge and respectively request your full 
‘support for an amendment to this bill that will make it possible for the fisher- 
men’s credit unions to have the same guarantee as will be available to the 
chartered banks. 


Prince Rupert Fishermen’s Co-operative Asssociation 


(Sgd.) K. F. Harding, Secretary for the Board of Directors. 


No. 2 


Charter No. 35 
GULF AND FRASER FISHERMEN’S CREDIT UNION 


ForD BUILDING, 193 East HastIncs STREET, 
VANCOUVER 4 B.C. 


JUNE 16th, 1955. 


The Hon. James Sinclair, M.P., 
Minister of Fisheries, 

House of Commons, 

Ottawa. 


Dear Sir: 


It is with great interest that we read of your intention to introduce legisla- 
tion to assist fishermen to obtain money for fishing operations. 


Our credit union was organized for this express purpose and for the past 
fourteen years we have made a large number of loans, most of them to fisher- 
men. The main purpose was to enable these fishermen to obtain their own boat 
and gear and become independent. 


We have had very good experience in dealing with fishermen and have 
every reason to believe that we can continue to serve them well. We hope, 
therefore, that it will be possible for you to include credit unions under this 
legislation. 

Since our credit union was incorporated in December of 1940, we have 
made loans totalling over $2,500,000. In that time, despite some very serious 
setbacks in the industry, we have written off less than $5,060, which is slightly 
less than two-tenths of one per cent of our money loaned. 


During the past year, we have made loans amounting to $485,000. Of this 
amount, approximately $150,000 was loaned to fishermen for the purpose 
of purchasing or repairing boats or obtaining gear. Up to the end of May 
of this year, we have loaned a further $254,000. $86,000 of this amount was 
used for the purpose of repairing or re-financing of boats, installation of new 
engines, etc., or the purchase of gear. In other words, approximately one-third 
of our money is being loaned out for the purposes your legislation is designed 
to cover. So far this year, only two of our loans to fishermen have been in 
excess of $4,000. 


From these figures you will readily understand how interested we are in 
your proposed legislation. | 

At the present time, all our money is loaned out at a straight 6 per cent 
per annum on the unpaid balance. We insure all our loans at a cost of -08 
per cent to us. This charge is absorbed by our credit union, so that the net 
return on all our money is very slightly over 5 per cent. 
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It would be possible, therefore, for us to make loans to fishermen at a 
straight 5 per cent interest and allow the fishermen the option) of carrying 
the insurance on his own loan, if he so desires, at an additional cost to himself. 

Representations will be made on behealf of the credit union movement 
as a whole, asking that credit unions be brought into the picture as approved 
lending institutions. We hope that you will give every consideration to these 

representations and do your utmost to make it possible for credit unions, 
such as ours, to take advantage of the legislation and thus increase the service 
that we are able to give to our members. 


Yours very truly, 


GULF AND FRASER FISHERMEN’S CREDIT UNION 
(SGD) Jos. H. Corsbie, Treasurer. 


No. 3 


PRINCE RUPERT FISHERMEN’S CREDIT UNION 


Cow Bay, B.C., PRINCE RUPERT, B.C. 
JUNE 17, 1955. 


The Hon. James Sinclair, 
Minister of Fisheries, 
Parliament Buildings, 
Ottawa, Canada. 


Dear Mr. Sinclair: 


There has been a considerable amount of publicity on the proposed 
guaranteed loans for fishermen in the local press and elsewhere during the 
past two weeks. This naturally interests us a great deal as our group consists 
almost entirely of fishermen and members of their immediate family. 


We have about two thousand members in our credit union who have 
accumulated savings that at times reach a total of over two million dollars. 
These savings of course fluctuate up or down according to the period of. the 
year when earnings are made by our members. 

Since our credit union was organized in 1940 we have made over 6,500 
loans to our members for a total of about $8,500,000. A fairly large percentage 
of these loans were made to fishermen for financing boats, gear, engines, etc., 
or loans of the type the government is proposing to guarantee on behalf of 
the chartered banks. Our total loans written off since incorporation amounts 
to a little over $7,000. This wé feel is an enviable record, especially when one 
stops to consider our inexperience in the early years. 

We feel that our fishermen’s credit unions in B.C. and in the maritime 
provinces really pioneered the field of loans to fishermen for purposes described 
in the proposed changes in the Bank Act. We also feel that if there are any 
special privileges that are going to be granted to the banks in making such 
loans the same privileges should be granted to the credit unions. 

We realize that the banks come under federal supervision while credit 
unions come under the various provincial governments but do not consider 
this an insurmountable difficulty. 
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I have fead an excerpt from a speech delivered by yourself in the House 
of Commons’ on June 6, 1955 and am very much impressed with the knowledge 


you have of the credit union movement. 
Anything that you can do on our behalf will be,very much appreciated. 


Yours truly, 
PRINCE RUPERT FISHERMEN’S CREDIT UNION 
(SGD) George Viereck, Secretary-Treasurer 


c.c. Mr. E. T. Applewhaite, M.P. 
Mr. Gordon Smith, Mgr. Credit Union National Ass’n. 


Mr. Breen Melvin, Sec. Co-op Union of Canada 
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BRIEF TO THE COMMITTEE ON BANKING AND COMMERCE, 
| PARLIAMENT OF CANADA 


RE 


FISHERIES LOAN IMPROVEMENT ACT—BILL NO, 452 


These representations are made on behalf of the Credit Union League of 
the Province of British Columbia which represents all but 4 of the 307 credit 
unions incorporated in that Province. The last financial and statistical report 
of the Inspector of Credit Unions for British Columbia shows that the total 
assets of credit unions in the Province at December 31st, 1954 were $35,428,- 
619.64, $27,226,469.89 of this amount represented paid up share capital. This 
may give the Committee some picture of the size of the Credit Union Move- 
ment in B.C. If you compare the present assets with the total assets of credit 
- unions in British Columbia in 1952 as shown in the 1954 Canada Year Book 
you will observe the growth of credit unions in B.C. In that year the total 
assets of credit unions in B.C. was approximately $22,000,000.00, this represents 
a better than fifty percent increase in assets in two years. 


Of these credit unions there are approximately eight on the West Coast 
of British Columbia which are predominantly fishermen’s and which from 
time to time lend money on the security of fishing vessels and gear. Of these 
eight there are four of considerable size, the largest is Prince Rupert Fisher- 
men’s Credit Union which at the end of May had total assets of $1,750,000.00, 
$930,000.00 of which was represented by shares and $650,000.00 by deposits, 
the balance being made up of reserves of various kinds. This Credit Union 
has since its incorporation in or about 1940 lent a total of $8,500,000.00 to 
fishermen and their families. In total over 6500 loans have been made and 
of that number only 35 have been written off, in a total sum of $7,337.59. At 
present it has $1,470,637.00 out on loan. Of that sum only 2% are 3 months 
or more delinquent in repayment and all loans are secured. None of the loans 
of this Credit Union are secured on real property and a very large percentage 
are secured by vessels and fishing gear. 

The next in size is Gulf & Fraser Fishermen’s Credit Union in Vancouver 
which has total assets of $959,925.00 of which shares total $556,701.00. Since 
_ December 1941 this Credit Union has loaned $2,520,000.00 of which only 
$4,079.98 has had to be written off as bad debts. I am advised by the inspector 
of Credit Unions that of the $803,000.00 they now have out on loan at most 
1 to 15% could be considered doubtful accounts. In the first 5 months of this 
year 31% of its loans were for the purposes of financing the purchase of boats, | 
gear etc. and repairs and only 2 of these loans exceeded $4,000.00. 

There are two smalled fishermen’s Credit Unions on which I have some 
figures available and which are engaged in this type of loaning. Ladner Credit 
Union at the mouth of the Fraser River has total assets of $131,000.00 of which 
$122,000.00 is share capital. It has loaned since 1946, a total of $376,000.00 
and has only written off $1,352.69. Its present loans outstanding are $121,000.00. 
West Coast Credit Union which services the fishermen on the isolated West 
Coast of Vancouver Island has $259,000.00 total assets of which $155,825.00 
represents shares. It has lent $1,300,293 since its incorporation in 1944. While 
its actual write offs have only been $20.74 I am informed by the Inspector 
that approximately 5 to 7 thousand may be doubtful accounts. Its present 
loans are $234,239.00. 
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These credit unions lend money on this type of security at the present 
time at 6%. All of them, out of the 6% pay for insuring the loan for the 
benefit of the member. In other words, if the member dies or becomes per- 
manently incapacitated the loan is paid off out of this insurance. 

It will be apparent from the above figures that for many years when 
other financial institutions were hesitant or in the case of the banks, unable 
to grant loans on this type of security, the Credit Unions have provided fisher- 
men on the West Coast with loaning facilities. They have done so in large 
measure on the security of fishing vessels and gear at very reasonable rates 
of interest considering the fact that out of this low rate of interest they insured 
the loan for the benefit of the member. They have suffered negligible losses. 

It is therefore naturally with some concern that the credit unions in B.C. 
have observed that Bill 452 fails to recognize the service which fishermen’s 
credit unions have heretofore provided in this field and fails to give to them 
an equal opportunity with the banks to continue to serve the fishermen of this 
Province in just as favourable a position as the banks would be under the Bill. 
If, as indicated in previous debates in this House and in the speeches recently 
made in the H. of C. the members of this House have great admiration for 
the amazing pioneering work which the credit unions have done, we of the 
Credit Union Movement in British Columbia find it extremely difficult to 
reconcile this expressed admiration with the proposal not to include credit 
unions as authorized agencies under the Bill. 

I am informed that in the House the Honourable the Minister of Fisheries 
in speaking with respect to the resolution stated: 


Therefore in guaranteeing loans to the chartered banks we have 
the knowledge that we have very close control over the uses we are 
making of the taxpayers’ monies. On the other hand there are many 
hundreds of credit unions across the country which are not under 
Federal control but under varying types of Provincial Legislation. We 
have no way, without intruding in the Provincial field of inspecting the 
facilities and management of these credit unions. I do not think it is 
reflecting on the Credit Union Movement at all to say credit unions are 
not quite as stable as chartered banks. Occasionally credit unions do 
get into financial trouble. 


This was one of the reasons advanced by the Minister as to why credit 
unions were not included in the Bill. With the greatest respect to the Minister, 
and I might say in the Province of British Columbia particularly in the fishing. 
industry, the Honourable the Minister of Fisheries is held in high respect, no 
one surely would suggest that just any credit union at all would be entitled 
to make loans guaranteed by the Government for the limited purposes of this 
Act and certainly there are thousands of credit unions who would have no 
opportunity to or interest in making such loans. The credit unions which are 
interested are those which have in their membership fishermen. Hence the 
number of credit unions with which the House would be concerned, if appro- 
priate amendments were made to the legislation to permit loans to fishermen’s 
credit unions, would be a relatively small number. 

In the Province of British Columbia,’and I am sure in all of the other 
Provinces, the Provincial Governments maintain efficient inspection services 
whose primary concern is to obtain constant reports on the financial position 
of credit unions and to exercise supervision and control over them. I have 
conferred with the Attorney General for British Columbia and the Inspector 
of Credit Unions concerning the matter of this Bill and the representations 
which I am making here today and I am assured that the Inspector would 
both be authorized to and willing to provide the Minister, or such official of 
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the Federal Government as he or the Act might designate, first of all with a 
statement of his opinion as to the stability of any credit union desiring to be 
an authorized agency under the Act, and secondly with quarterly financial 
information concerning such credit unions. 


It is true, as the Minister says, that Parliament must be concerned with 
the uses which are made of the taxpayers’ monies. However, I would point 
out to the Committee that of the total amount of money loaned by the Credit 
Union to Fishermen under the Bill at most the Dominion Government would 
be lable for only 15% and the remaining 85% would be the monies of a large 
body of the fishermen themselves in their credit unions. These being the 
monies of-hundreds of fishermen it is equally in the public interest that the 
Provincial Government be responsible to supervise and to make certain that 
these funds are protected. 


Therefore to protect its interests we see no necessity whatsoever for the 
Dominion Government, if it is prepared to co-operate with the Inspectors of 
Credit Unions in the various Provinces, intruding into the Provincial field of 
inspecting the facilities and management of these credit unions. The Dominion 
Government could in the manner which I suggest satisfy itself as to the stability 
of the lending agency; place such limits as it sees fit on the use of the powers 
extended as to the guarantee; and exercise reasonable controls as to the extent 
of its liability without interfering with the full exercise of jurisdiction by the 
Provinces over credit unions. 


As to the comment of the Minister concerning the stability of credit unions 
in relation to the Banks I would be less than frank if I did not acknowledge 
that there may be a small number of credit unions which are not as stable 
as we might like to see them but surely a certificate of the opinion of the 
Inspector of Credit Unions for the Province, together with a financial history 
and current financial statements would provide the Minister with reasonable 
and proper information upon which he could allow or discontinue the authority 
to a credit union to act as an authorized agency under the Bill. 

Having regard to the history of the fishermen’s credit unions for the past 
15 years in the Province of British Columbia; to the service which they have 
performed, to their present stable condition and to the remarkable absence 
of losses it appears somewhat unfair because of the possible instability of a 
few of the 4,000 credit unions in Canada to question their stability. I have 
given you the figuress with regard to the major fiishermen’s Credit Unions 
and can assure you that the total picture of credit unions in British Columbia 
shows a similarly stable situation. I feel certain that you will be impressed 
by them as I am. 

I have already referred to the very light percentage of the total assets of 
Credit Unions made up of share investment in British Columbia 27 million out 
of 35 million. There is no greater evidence of stability of a corporate body 
than its risk capital. I do not hesitate to say that no other lending institutions 
in Canada have such a high proportion of risk capital employed i.e. 80%. 
Most of them have only 10 to 20% invested in shares and reserves and the 
balance represents borrowed money. This again is cogent evidence of the 
Credit Unions’ stability. 


The minister then proceeded with respect to the resolution to state: — 


The second reason I recall was the fact that the type of security 
which must be taken to protect the taxpayers’ money under this kind 
of legislation is in general a little different from that required by the 
credit union associations themselves. There is perhaps one point which 
we have missed. When the Government encourages the banks to go 
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into what is the riskiest part of fishermen’s credit, that is loans based 
on their fishing gear and their fishing vessels they are taking on the 
most difficult borrowing and the borrowing on which there is the highest 
expectancy of loss off the shoulders of the credit unions. 


I am sure that if the Minister had been provided with the figures which 
I have quoted to this Committee and had been informed of the full history 
of the fishermen’s credit unions on the West Coast of British Columbia he 
would not have made that statement. As I have indicated from thirty to 
forty percent of the ten or fifteen million dollars which these credit unions 
have loaned to fishermen and their families in the past fifteen years have been 
on the very securities to which the Minister referred i.e. fishing vessels and 
gear. I have also indicated in the figures which I have given to the Committee 
that there has been written off against such loans a very small per- 
centage of losses and there are an equally small percent of doubtful 
accounts. Unfortunately the figures which I have, include write-offs for all 
types of loans and not just for this type, but manifestly it is clear from these 
figures that the percentage of loss on this type of loan by the credit unions 
has been negligible—less than 2% on bad and doubtful accounts. I suggest 
+o the Honourable Members of this Committee that these figures not only show 
that the fishermen’s credit unions on the West Coast of this country are stable 
organizations but also show that they are organizations well adapted to loaning 
money on the basis proposed to be loaned under the Bill. — 

If I might be permitted to say so, I respectfully suggest that the reaso 
that the losses of the fishermen’s credit unions have been so low is because 
credit unions by their very nature are in the best position of any financial 
institution to determine the wisdom of making such loans and to enforce 
the payment thereof. The fishermen in a sense belong to a community of 


their own and they mostly live along side other fishermen. Like other human - 


beings, fishermen might be prepared to avoid their liabilities to any other type 
of financial institution but they know that if they avoid their liabilities to the 
credit union that they are accountable to their fishermen neighbors who belong 
to the same organization and whose money they have had the use of. For 
this reason I suggest that if what this House is looking for is stability of 
administration and an assurance that the guarantee which it proposes to give 
not be called upon even to the full extent provided in the Stature, they should 
have greater regard to the actual loss history of credit unions and not to 
control. They could exercise no greater wisdom than to use the fishermen’s 
credit unions to make such loans with reasonable safeguards through regular 
periodic reports from the Inspector of Credit Unions in the Province, 


Now the Minister further suggested that if the banks took over this area 


of services to fishermen, which the credit unions have for the past fifteen. 


years so efficiently provided, the credit unions would be free to devote their 
funds to other credit needs of the fishermen. The suggestion contained in the 
statement by the minister is that the fishermen’s credit unions do not have 
sufficient funds to finance the needs of their members. I have to point out to 
this body that the fishermen’s credit unions to which I have referred in the 
Province of British Columbia all have surplus funds during most, if not all, 
of the fiscal year. If they do not have surplus funds in the way of shares or 
deposits on hand they have the authority to and do in fact borrow money from 
B.C. Central Credit Union, a credit union owned and controlled by the credit 
unions of the Province of British Columbia. Rarely, if ever, have they felt the 
necessity to borrow to the limit of this statutory power. Whatever may be 
the situation with fishermen’s credit unions elsewhere, in British Columbia, 
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Fishermen’s Credit Unions do not lack of funds from which to meet the needs 
of fishermen who are their members. Having regard to the tremendous growth 
in assets in the credit unions in British Columbia in the last two years it 
appears most unlikely that that problem will become a serious one. 

However, I am informed that in 1953 the value of the capital equipment 
in primary fishing operations on the West Coast of British Columbia amounted 


to some forty-five million dollars in ships and boats and seven million dollars 


in nets and other gear. The fishing fleet on the West Coast was composed of 
897 vessels over ten tons and 7,584 smaller vessels. 

It is clear from these figures that there is still a great area of service 
to the fishermen in providing reasonable loans for the purposes of their vessels, 


. repairs, equipment and gear. Possibly with the impetus which will be given 


by the passage of the Bill much greater demands may be made upon the 
credit unions for loans of this type. This possibility I have discussed with 
our Attorney General and our Inspector of Credit Unions before coming to 
appear before this Committee and I have reasonable assurance from them that 
in the event that the stable fishing credit unions of the West Coast are 
recognized as agents for loaning under this legislation, the Provincial Statute 
of British Columbia would be amended to permit much wider borrowing powers 
with respect to loans guaranteed under this Act. Hence, in addition to the 
present assets of the fishermen’s credit unions, they will be able to borrow 
monies from B.C. Central Credit Union to enable them to meet such increased 
demand. Therefore with respect I suggest that this Honourable Committee 
need not be concerned that by inciting the need for this type of loan, fishermen 
on the West Coast will be deprived of the opportunity of using their credit 
unions to meet their other financial needs. 


There are many credit unions in Canada in provinces which have no 
direct interest in the fishing industry who may not appreciate the benefit and 
wisdom of the kind of legislation represented by Bill 452. In the Maritime 
Provinces of Canada, and I speak particularly for the Province of British 
Columbia, however, the concern of the Federal Government for the welfare 
of fishermen and of the fishing industry demonstrated by this legislation is 
greatly appreciated. At a time when most other industries in Canada were 
still sharing the post-war prosperity between 1950 and 1952, the fishing 
industry suffered a tremendous set-back in low prices and the inability to 


dispose of the canned salmon pack. The returns to fishermen in those years 


were exceptionally low and have never returned to the previous high level. 
Accordingly, the making of credit more readily available to fishermen through 
the guarantee of the Dominion Government will be of great assistance in the 
Maritime Provinces. The credit unions in those provinces appreciate this 
situation and are anxious that the fishermen through their credit unions may 
have the benefit of this legislation. 


Some credit unions, particularly those who have no vital interest in the 
fishing industry, such as we have in British Columbia, and having regard to the 
statement of the Minister of Fisheries in speaking to the Resolution where he 
referred to the control which the Federal Government exercises over the banks 
may have become alarmed that the inclusion of credit unions as a loaning 
agency under the Act might result in some federal control of credit unions, 
which they naturally and properly recognize to be matters of provincial 
jurisdiction. The Credit Union Movement has enjoyed its rapid development 
under the friendly and encouraging supervision of the Provinces and are 
jealous to maintain that relationship. 

I wish to be quite clear that it is the attitude both of the Provincial 
Government of the province of British Columbia and of the credit unions that 
credit unions are properly under the jurisdiction of the Provincial Govern- 
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ments and neither the Provincial Government or the credit unions are inviting 
this House or are they desirous of having the Federal Government encroach 
upon that jurisdiction. The Minister in his speech in the House of Commons 
indicated that he had no desire to intrude into the Provincial field. It is our 
submission, however, that, recognizing credit unions as institutions created by 
Provincial Legislation, the Government of Canada could if it wished to do so, 
recognize those credit unions operated by the fishermen as agents of the 
Dominion Government for the purpose of guaranteeing loans made by them in - 
the exercise of their provincial authority without in any way encroaching 
upon the jurisdiction of the Provincial Governments and the autonomy of the 
credit unions as Provincial institutions. 


I therefore am instructed to suggest to this Committee ‘that there be | 


added to the definition section of the Act the following: 


‘Lending institution”? ineludes a bank or any other lending insti- 
tution designated by the Minister 


and that the phrase “lending institution” be substituted for the word “bank” 
throughout the legislation wherever the same is appropriate exclusive of 
Section 8. If this suggestion were adopted by the Committee it would allay any 
alarm as to the Federal control of Credit Unions and it would be possible for 
the Minister to satisfy himself in such manner as he thought proper that any 
credit union seeking to be designated was a stable organization and that proper 
safeguards might be provided for the protection of the public funds 
represented by the guarantee. Further it would eliminate the necessity of this 
House at this late date in the session trying to work out just what credit 
unions should be recognized and the safeguards to be applied. We are pre- 
pared to rely on the good judgement of the Minister when the ae are 
before him. 

The Act presents another problem, if I hieepuct it correctly in that a 
guarantee to a bank is 15% for the first half million dollars and then 10% on 
additional funds loaned. If, as I take it, this refers to the Bank as an institution 
incorporated under the Bank Act and not to each branch of the Bank I can 
readily recognize that it would be unfair that a number of credit unions in 
the province of British Columbia should have a 15% guarantee on half a 
million dollars each when the whole of the Royal Bank of Canada, for instance, 
would have to guarantee 15% on half a million dollars and only 10% on 
additional amounts. There is no practical way that I see of pooling the loans 
advanced by credit unions under the Bill and, accordingly, my suggestion 
would be that in the event of the Minister designating any ‘institution other 
than a bank as a lending agency under the Act the guarantee would be 10% 
in all eases irrespective of the aggregate amount of the loans. This could be 
simply remedied by an appropriate addition to Section 6 of the Bill. 


Having regard to the excellent history of the fisherman’s credit unions in 
the province of British Columbia they would not be greatly concerned about | 
the loss of the additional 5% guarantee. 


If, notwithstanding the facts which I have presented to this Committee 
relative to the stability, the loss history and the desire to be of service to the 
fishermen of the fishermen’s credit unions in British Columbia, the Commit- 
tee consider that it would not be possible for the Minister under the proposals 
which I have made to reasonably protect the public funds represented by the 
proposed guarantee, then as an alternative we in British Columbia would 
propose that some means be devised to make use of the Central credit unions 
which have registered under the Co-operative Credit Associations Act and 
have thereby come under the jurisdiction of the Superintendent of Insurance 
for Canada. These Central organizations are limited both by their consti- 
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a tutions and under the Act to having only corporate members and making 
loans only to their members. Accordingly, it would not be possible for them » 
to make loans directly to fishermen as is contemplated by the legislation as 

__.drawn. It appears to us that it would be feasible for the Federal Government 

to exercise satisfactory control over loans made through credit unions if the 
loaning credit unions, in order to benefit by their guarantee were required to 
re-finance such loans in whole or in part with a Central organization registered 
under the Co-operative Credit Associations Act. Through its control over the 
Central Credit Union the Dominion Government could thereby indirectly and 
within the proper exercise of its constitutional jurisdiction have a reasonable 
and effective control over the loans granted by the credit unions. 


I would like it clearly understood that I put forward this last proposal 
definitely as an alternative. Although it might appear to be the Simpler answer 
to the question of controlling losses made to Credit Unions if in the Bill 
the reasons I put it forward as an alternative only are as follows: Firstly 
the Fishermen’s credit unions themselves over a period of fifteen years have 
shown sufficient stability and efficiency as lending institutions to justify their 
recognition in their own right under the conditions which I have submitted 
and, secondly providing for such loans through a Central credit union would 
add to the overhead expense of providing the service to the fishermen at 
the low rate of interest of 5%. To that extent credit unions would be at a 
disadvantage in giving as full service as they ought to be able to give in 
carrying out the purposes of the Federal Government expresses in the Bill. 


I mention the fact that on the long coast line of British Columbia, over 
which some 12,000 fishermen are scattered there are not handling facilities 
readily available in many areas. The fishermen in these areas can only 
receive the benefit of this beneficial legislation if these credit unions are avail- 
able as lending institutions. 

I therefore respectfully urge upon the Committee that with the facts 
concerning the fishermen’s credit unions having now been placed before, them 
they recognize the significant contribution at very low cost which the credit 
unions have made in meeting the very problem which this Bill is directed to 
assist, by giving to them an equal opportunity with the banks to continue to 
serve the fishermen of the Maritime Provinces of Canada with respect to their 
vessels and gear and to be at all times in as favourable a position as the banks 
would be under the proposed legislation. 


Respectfully submitted by 
B.C. Credit Union League 


R. J. McMASTER 
Its authorized agent in that behalf. 
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Presentation made by 
LA FEDERATION DES CAISSES POPULAIRES ACADIENNES 


New Brunswick 


On behalf of La Fédération des Caisses Populaires Acadiennes for New 
Brunswick, I should like to associate myself with the statement given by the 
Nova Scotia Credit Union League, since the situation in my province is $s much the 
same as in Nova Scotia. 


However, I might add a few statistics concerning our credit unions in 
New Brunswick which will be valuable to the committee in considering our 
_ request. There are 163 credit unions in the province, with approximately 
67,000 members and over $8,000,000 in savings. Total loans recorded for the 
19 year period (1935-1955) is over $37,000,000. 


We have 55 credit unions operating in fishing communities, and as a matter 
of fact the largest credit union in our federation is in a fishing community— 
Caraquet. As in Nova Scotia we have insurance coverage on loans and savings, 
provided by our own insurance company organized through the credit unions. 
Our record in uncollected or delinquent loans is worth noting: in total loans 
of $37,000,000 the amount written off to date is about $12,000. This is 
_ equivalent to a loss of one dollar for every $2,800 loaned from the beginning. 

It might be well to point out that of 118 community credit unions in New 
Brunswick, 102 are operating in rural communities, whereas only 16 are in 
towns and villages, the place where we find chartered banks. 

The provincial government inspection system is much the same in New 
Brunswick as in Nova Scotia. We have a Registrar of Credit Unions and two 
inspectors for the province. 

We also feel that if this legislation, Bill 452, is intended as a service to 
fishermen, it should be provided for the fishermen whether he has his credit 
established in chartered bank or in a credit union. 


We feel that, if the credit unions are excluded from this legislation, it 
will mean that the fisherman is being penalized for the efforts he has made 
for the past 17 years in organizing credit unions which have enabled him to 
build up his own credit facilities. We assume that the Government of Canada 
would want to give better recognition of the work that credit unions have 
done in building good Canadian communities. 

We wish to assure you that La Fédération des Caisses Populaires Aca- 
diennes will co-operate in every possible way to ensure the success of any 
plan whereby credit unions can avail themselves of government guarantees 
for loans to fishermen. 


Respectfully submitted on behalf of 
La Fédération des Caisses Populaires Acadiennes 


EUCLIDE M. LEGER 
Director 


Ottawa, June 22, 1955 
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APPENDIX "D” - 
BRIEF 


presented to 


THE BANKING AND COMMERCE COMMITTEE 
HOUSE OF COMMONS 


on 
BILL 452—THE FISHERIES IMPROVEMENT LOANS ACT 
by the 
NATIONAL CO-OPERATIVE FISHERIES ASSOCIATION 
of the 


CO-OPERATIVE UNION OF CANADA 
WEDNESDAY, JUNE 22, 1955 


INTRODUCTION 


This brief is presented by the National Co-operative Fisheries Association, 
a division of the Co-operative Union of Canada which brings together the 
various co-operative organizations of fishermen in Canada. It includes federa- 
tions of fishermen in every province except Alberta. 


We are particularly interested in the provisions of the Fisheries Improve- 
ment Loans Act because it will be used very largely by the fishermen who are 
represented in the membership of our Association; and rather than burden 
you with a number of briefs we thought it best to combine our views into. 
one presentation. 


1. The Economy of the Fishing Communities | 

The condition of many fishing communities in days gone by is too well 
known to be described here. In general the standard of living of fishermen 
was not as good as that of other occupational groups in Canada. The typical 
fishing village was often a scene of poverty which bore small relation to the 
great wealth of the waters along our coast-line. The capital investment of 
the individual fisherman was low, and as a result the fisheries have not been 
developed as well as they might have. Briefly it can be said that the fishing 
industry has been characterized by retarded development and a much lower 
standard of living than the available resources could have supported. 

Of course, from Newfoundland on the east coast to British Columbia on 
the west there is great variety in the industry, but certain underlying character- 
istics tend to be the same. For one thing, it has always been more or less 
of a struggle for fishermen to get independent ownership of boats and equip- 
ment. In earlier times boats and gear were frequently owned by companies 
and, unlike the farmers of this country, fishermen had to gradually work their 
way out of a sort of feudal economy, in which they were share-croppers of 
the sea rather than independent operators. Fortunately this condition remains 
in only a few areas. 

Closely associated with the economic condition of fishermen has been 
the whole question of credit. Until recent times there was no financial 
institution offering credit to fishermen and they had to rely to a great extent 
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on the fish buyers or companies which bought their catch. So the emancipation 
of fishermen is intimately linked with new sources of credit, and for this 
-reason Bill 452 may be regarded as another step towards a ae economic 
system for the fishermen of this country. 


2. Changes in the Fishing Industry 

The fishing industry is undergoing great changes today. The general trend 
is towards greater mechanization and larger investment. More capital is 
required now to be a successful and productive fisherman. This change towards 
larger boats and bigger capital outlay has been greatly speeded up since the 
end of the war. 

As example of this, we may take the construction of a large number of 
draggers and long-liners in the Maritimes. . Since 1945 the number of these 
larger boats has increased from 18 to 237. In the past ten years, mostly in 
Nova Scotia, 43 modern long-liners have been put into operation. In contrast 
with the low capital investment of earlier times, a long-liner costs from 
$22,000 to $28,000; and of course this means that new sources of credit must 
be found to finance them. In all parts of the Atlantic coast, this trend towards 
bigger boats and better equipment is evident and reflects the general expansion 
and improvement of the whole industry in recent years. 


It should be our aim, of course, to make sure that, in this change to 
greater capital investment, the fisherman does not lose ownership of the 
means of production. The importance of keeping fishermen independent 
owners and free producers should be obvious to everyone. We want our 
Canadian fishermen to be like our Canadian farmers, free and independent 
citizens owning the equipment and gear of their occupation. 

Much of the improvement in boats and gear referred to here has been 
the result of fishermen’s loan boards, set up in the Maritimes by the provin- 
cial governments to assist Beuceien to get equipment of this kind. These 
boards have filled a great need, providing credit where it was not available 
before, except through credit unions, as will be explained in the next section. 
But even with provincial loan boards there still remains a gap to be filled in 
providing credit to fishermen, and it is to fill this gap that Bill 452 is designed. 


3. Credit Unions in fishing communities 

Credit unions first appeared in fishing communities as ‘“caisses popu- 
laires”’ on the Gaspe Coast, the first one being organized in 1908 in the 
farming and fishing community of Maria. By 1932 there were fourteen credit 
unions with over 3,000 members on the Gaspe, and in that year too the first 
credit union was begun in Nova Scotia. 

These credit unions fitted in admirably in the fishing communities, in 
answer to the problem of credit already described. There were relatively 
few banks serving fishing communities, for the isolation and economic level 
of these places made it unprofitable for banks to carry on business there. 
Moreover, where banks did carry on in the larger fishing places, their business 
was largely with fish companies, merchants and people in other occupations 
rather than with fishermen. And so, in response to a great need, the credit 
unions among fishermen grew and developed. As a result, the credit union 
movement is today inseparably interwoven into the -way of life of tens of 
thousands of fishermen in Canada. 

On the Gaspe Coast there are 37 credit unions, in fact no fishing com- 
munity without one; similarly in the Magdalens. The story of credit unions 
in Nova Scotia is covered at this sitting by a brief of the Credit Union 
League. In New Brunswick there are some fifty credit unions in fishing 
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communities with savings over $2,000,000 and.these are part of the Federation 
des Caisses Populaires Acadiennes, which also has its own life insurance 
company for the protection of members. In British Columbia an example 
is provided by the Prince Rupert Fishermen’s Credit Union. Organized in 
1939, it has built up savings to over $2,000,000; and up to 1954 it had made 
loans to members of over $9,000,000. The lose in uncollected loans during 
all these years was about $7,000, or eight cents in every $100 loaned. The 
record of\credit unions among thé fishermen of Canada is an open story for 
all to read. Itisa thrilling story of which all Canadians should be proud, 


4. Credit Unions in the proposed Act 


Bill 452, “An Act respecting Loans to assist Fishermen engaged in a 
Primary Fishing Enterprise,’ makes no mention of credit unions. They are 
ruled out as lending agencies under the Act, and the privileges and benefits 
of the new legislation apply only to the chartered banks. We contend that 
this is unfair. The organization that has stood by the fishermen in good days 
and bad for many years is disregarded in favor of an institution that failed to 
provide service in the past. The new Act, in effect, says that all the good 
work and the admirable record of credit unions are to go unrewarded. We 
hate to think of it! 

In the actual operation of this legislation, assuming for the moment that 
credit unions are included, we ask you to consider who is better qualified to 
approve a loan to a Reherman: the credit committee of his credit union, 
made up of other fishermen who know both him and the industry intimately, 
or the manager in a bank a hundred miles away who knows little of the 
fisherman and perhaps less of the fishing industry? We would bet on the 
credit union committee to make the right decision. 

Objections have been raised about the suitability of credit unions for the | 
provisions of Bill 452. We submit that it rests with the officers of Govern- 
ment to find the way in which credit unions can be included in this Act, for 
the performance of credit unions in the past among fishermen has earned 
for them first consideration in any benefits that will be provided by this : 
legislation. 


Respectfully submitted on behalf of the members ‘of the 
National Co-operative Fisheries Association. 
LOUIS BERUBE 
ALEXANDER LAIDLAW 


Ottawa, June 22, 1955. 
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APPENDIX “E” 


INCLUSION OF CREDIT UNIONS IN BILL 452— 
“FISHERIES IMPROVEMENT LOANS ACT” 


Presented to 


COMMITTEE ON BANKING AND COMMERCE 
| HOUSE OF COMMONS 


On behalf of 
NOVA SCOTIA CREDIT’ UNION LEAGUE 
Antigonish, N.B. 


WEDNESDAY, JUNE 22, 1955 


INCLUSION OF CREDIT UNIONS IN BILL 452— 
“Fisheries Improvement Loans Act” 


The Nova Scotia Credit Union League is a Federation of the credit unions 
of Nova Scotia. It is on behalf of these credit unions, and especially those 
located in our fishing communities, that we present these comments. We hope 
that our presentation will help you decide to include credit unions in Bill 
452—The “Fisheries Improvement Loans Act’. 


The first credit unions were organized in Nova Scotia in late 1932 and 
early 1933. Canada in those years was in the depths of the great economic 
depression. Probably no group suffered so much from that depression as 
Maritime fishermen. To help solve the problems of all groups the Extension 
Department of St. Francis Xavier University promoted a program of study 
and group action. Very early after the launching of this program, the need 
for credit facilities became evident. Thus the organization of credit unions 
was fostered. 


We think it is safe to state that the need for credit facilities was as. great 
among our Maritime fishermen as in any other occupational group. Not only 
were prices extremely low, but the fishermen had to avail themselves of the 
only source of credit, namely the local fish buyer. Banks were not interested 
in providing this much-needed credit. There were no finance companies as 
we know them today. The result was that the fisherman lost control over 
his catch and the freedom to market it as he wished, because economic 
circumstances forced him to sell to the party that supplied him with credit. By 
the organization of his own credit union, he created for himself and his fellow | 
fishermen a source of credit that was friendly and inexpensive. He was thus 
able to pay cash for his supplies and, more important, he could participate in 


_the organization of his own marketing facilities through which he would obtain 


the best prices possible for his catch. 


Starting as they did in the depression years, credit unions in Nova Scotia 
have shown steady and sound progress. There are now 222 credit unions in 
the province, with approximately 52,000 members and almost $8 millions in 
savings. They have loaned to themselves about $40 million and they have a 
loss experience that would be envied by many finance companies operating 
with more facilities and more highly trained personnel. 

It is significant to note that one of the first credit unions in Nova Scotia 
was organized in the fishing village of Canso. It is still operating and doing 
a good job. We have about 60 credit unions that are operating at present in 
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similar communities. More than half of these can be classified as fishermen’s 
credit unions, where the only industry is fishing. There is also a number where 
other occupational groups are involved but where fishing is still an important 
factor in the economy of the community. : 

Some of our larger credit unions are located in typical fishing communities 
such as Cheticamp, Grand Etang and West Pubnico. In these communities 
the credit union is a full-time operation providing the members with complete 
credit facilities. In other communities, credit unions are reaching the stage 
where the demands for service are increasing to the point’ where it will be 
necessary for them to open on a full-time basis. 


It is important to point out, too, that in all these credit unions the 
officers are serving without remuneration. In the larger credit unions the 
Treasurer is paid a salary within. the means of the credit union.. It is not 
uncommon to find individuals who have served faithfully as officers of the 
credit union for fifteen years or more without more than a “thank you” at 
the annual membership meeting. Their service is a dedicated one. 

At this session of the Parliament of Canada, you are to consider legislation 
designed to help the fishermen obtain credit facilities comparable to what is 
now provided for the farmers. The Government is to be commended for this 
move, which, we are sure, will meet with popular approval. However, we 
are concerned inasmuch as the proposed legislation intends to provide govern- 
ment guarantees only to the chartered banks for loans made to fishermen 
under the Act. We do believe that consideration should be given to the 
inclusion of credit unions under the provisions of the Act.. We say this not 
because of any selfish interest, but rather because we feel that the credit 
unions movement has earned for itself by its past record a consideration equal 
to any other financial institution in the field of credit for fishermen. 

For many years the fishermen of the Maritimes have been in need of 
credit. As pointed out by several Honourable members of Government, the 
only source of credit in many fishing communities has been the local fish 
merchant or supply company and the credit unions. Banks have been reluctant 
to provide the necessary credit because of the risk involved. In view of the 
fact that these credit unions have been willing to take the risk and provide 
credit according to their ability, we feel that it would not be fair for the 
government now to ignore them and ask the banks to provide this much- 
needed credit with government guarantees to offset the risk involved. Credit 
unions, for twenty years, have made loans with little more than the character 
of the borrower as security, and the experience has been good. Our credit 
unions will continue to make such loans whether the proposed legislation 
applies or not to credit unions. 

There are other things that these credit unions have accomphenees 
Fishermen who never before in their lives accumulated any savings, today 
have some savings. They have developed the habit of thrift; they have 
learned through their credit unions how to borrow wisely; by their co-operative 
efforts they have taken a vital interest in the welfare of their fellow man. 
The result of all this, in conjunction with other ventures, often sparked by 
the credit union, has given fishermen something they would not have otherwise. 
They have a much better standard of living; they are more interested in pre- 
serving the fisheries as a national resource; and above all they. have become 
better citizens, free from the slavery of the thirties. 

Credit union members in Nova Scotia in affiliation with members in other 
Canadian Provinces and the States of the United States have set up their own 
insurance company. Through this organization, all their loans are insured 
against death or disability and their life savings are complemented by insurance 
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on their savings. Asa result of this, fishermen’s families have been protected 
and their estates increased. We feel this to be important inasmuch as it 
protects the credit union as a lender and would protect the government as a 


guarantor where it might be liable for a possible loss due to death or total 


and permanent disability. . 

Along with our credit unions we also have the Nova Scotia Credit Union 
League, which is a federation of all the credit unions in the province. This 
organization does the educational and promotional work in connection with 
credit unions. It also provides a field service to advise credit unions in matters 
of policy and operating procedures, as well as to act as a supervisor, although 
without any particular legal authority. A department of the League acts as 
a credit union for credit unions. Through this department loans are made 
available to credit unions to meet the seasonal and other demands for loans 
from the members that the credit union cannot handle by itself. In other 
words, it is an additional source of funds for credit unions in the peak of their 
borrowing periods. As a rule, the League does not make loans to individual 
members except by way of first mortgage. However, we do make these in 
fairly large sums. Just a few days ago we made such a loan to a fisherman to 
help him procure a new boat. To secure the loan it was necesary for us to 
take a first mortgage on his home. We point this out as one of many cases 
that come to us. The fisherman came to us because the amount he wanted was 
larger than his local credit union could handle. 

We are aware that there are some problems in granting our request for 
the inclusion of credit unions under the proposed Fisheries Loans Act. Some, 
no doubt, are afraid that credit unions are not as safe as they would like them 
to be. Others feel that, since credit unions are provincially incorporated, the 
Federal government would be at a disadvantage in supervising loans that come 
under this Act. Others probably feel that credit unions do not have facilities 
to provide the necessary services under the Act. 

As for the safeness of credit unions, we feel that the record speaks for 
itself. In twenty years of operation we do not know of a credit union going in 
bankruptcy or closing out that did not pay back to its depositors a dollar for 
every dollar deposited. .Actually no credit union in Nova Scotia has gone into 
bankruptcy. Some have been closed out and no doubt that will continue as 
long as the present trend continues whereby our farming and fishing villages 
are repleted of population by those seeking better living standards in the towns 
and cities. That has been the major reason for the closing of any of our credit 
unions. True, too, there have been losses in credit unions because of the 
failure of borrowers to repay their loans. But these are anticipated in any 
business and the necessary reserves are set aside. Only about $37,000 has 
been charged to reserves in Nova Scotia during the past twenty two years of 
credit union operations where a loan business of $40 millions has been done. 
All of this $37,000 cannot be charged to dishonesty or neglect on the part of 
officers. A considerable sum of it was written off during the war years. Many 
young men with unpaid loans went into the services and many did not return. 
Rather than collect from the widow or mother, the credit union charged the 
unpaid loan to its reserves. 

To add to the soundness of credit unions, our Provincial Government has 


a Registrar of Credit Unions and two inspectors. Every credit union is 
inspected annually and sometimes more often and reports of these inspections 
are filed with the Registrar and the League. Irregularities and bad practices 
are noted and the necessary corrective action is taken. Bonding for the faithful 
performance of duties is a requirement of the Credit Union Act to guard against 
defalcations and losses because of neglect. 
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The League, likewise, is in continuous contact with the credit unions and 
.every effort is made to see to it that each credit union is operating according 
to the spirit and the letter of the Credit Union Act. Therefore, we feel that 
our credit unions are safe and our experience would substantiate that statement. 


The fact that credit unions are provincially: incorporated should not cause 
any anxiety. While the federal government does: not have any direct super- 
vision over credit unions, nevertheless we do feel that there is sufficient liaison 
between the federal government and the provinces to make the necessary 
arrangements to offset the lack of direct federal supervision. We do not expect 
the government to take any unnecessary risks. We do not want to see credit 
unions receive a privilege under the Act that they are not worthy to receive. 
The Nova Scotia Credit Union League would co-operate in any possible way 
to insure the success of any plan wherby credit unions could avail themselves 
of government guarantees. a 


While many of our small credit unions may not be noted for elaborate 
facilities for the carrying on of business, we would not want you to be deteived 
into thinking that they do not have adequate facilities for the proper handling 
of their business. Certain standard requirements must be met in all our credit 
_unions, such as a standard bookkeeping system with approved forms and a 

standard procedure to be followed in the conduct of its business. As credit 
unions grow in size, added facilities are acquired. In our larger credit unions you 
will find modern equipment such as bookkeeping machines, walk-in vaults, 
safety deposit boxes and the other demands of modern business. We assure 
you that not only do our credit unions have the necessary facilities, but they 
are located along our coast line in small communities where the chartered banks 
find it uneconomical to operate. This is an important consideration in any plan 
of financial assistance to fishermen. In our credit unions, service is available 
right in the community where the fishermen live. 


We hope that these comments have contributed something for your 
consideration. We know that you are interested in our request and we feel 
confident that you will find solutions to the problems facing you so that credit 
unions can be included. We hope too that you will give consideration to 
those Leagues of Credit Unions similar to what we have in Nova Scotia. We 
want to continue doing a job for our fishermen in the financial field. With 
your favorable consideration to our request we feel confident that we can do a 
much better job than we have done in the past. Our contribution, along with 
that of the banks, should go a long way to rehabilitating the fishing industry, 
especially in Nova Scotia. 


Respectfully submitted on behalf 
of the Nova Scotia Credit Union 
League. 
R. MacMullin 
Managing Director. 
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Bill 84 


An Act to amend the Canadian Farm Loan Act 
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WITNESS: 


Mr. F. L. Chester, Commissioner, Canadian Farm Loan Board 
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Chairman: John W. G. Hunter, Esq., 


Argue 

Ashbourne 

Balcom 

Benidickson 

Bennett (Grey North) 
Blackmore 

Cameron (Nanaimo) 
Cannon 

Carrick 

Crestohl 

Dufresne 

Eudes 

Fairey 

Fleming 

Follwell 

Fraser (Peterborough) 
Fraser (St. John’s East) 
Fulton 


Note: 


and Messrs. 


Gour (Russell) 

Hanna 

Hellyer 

Henderson 

Hollingworth 

Huffman - 

Johnson (Kindersley) 

Johnston (Bow River) 

Macdonnell (Green- 
wood) 

MacEachen 

Macnaughton 

Matheson 

Michener 

Mitchell (London) 

Monteith 

Nickle 

Pallett 


Philpott 

Power (Quebec South) 

Quelch 

Richardson 

Robichaud 

Rouleau 

St. Laurent (Temis- 
couata) \ 

Stewart (Winnipeg 
North) 

Thatcher 

Tucker 

Valois 

Viau 

Vincent 

Weaver 


Eric H. Jones, 


Clerk of the Committee. 


The name of Mr. Charlton was substituted for that of Mr. Dufresne 
after the morning sitting on Tuesday, March 27, 1956. 
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ORDERS OF REFERENCE 
HOUSE OF COMMONS 


THURSDAY, January 26, 1956. 


Resolved,—That the following Members do compose the Standing Commit- 


tee on Banking and Commerce: 


Messrs. 

Anderson “ Fraser (St. John’s East), Noseworthy 
Ashbourne Fulton Pallett 
Balcom Hanna Philpott 
Benidickson Hellyer Power (Quebec South), 
Bennett. (Grey North), | Henderson Quelch 
Blackmore Hollingworth Richardson 
Cameron (Nanaimo), ~ Huffman Robichaud 
Cannon Hunter Rouleau 
Cardin Johnson (Kindersley), st., Laurent 
Carrick Johnston (Bow River), (Temiscouata) 
Crestohl Macdonnell Stewart (Winnipeg 
Dufresne MacEachen North) 
Dumas Macnaughton Thatcher 
Eudes Matheson Tucker 
Fairey Michener Viau 
Fleming Mitchell (London), Weaver—50. 
Follwell Monteith 

Nickle 


Fraser (Peterborough) 
: (Quorum 15) 


Ordered,—That the Standing Committee on Banking and Commerce be 
empowered to examine and inquire into all such matters and things as may be 
referred to them by the House; and to report from time to time their observa- 
tions and opinions thereon, with power to send for persons, papers and records. 


FRIDAY, March 2, 1956. 


Ordered,—That the name.of Mr. Vincent be substituted for that of 
Mr. Cardin; and 

That the name of Mr. Gour (Russell) be substituted for that of Mr. Ander- 
son on the said Committee. 


TUESDAY, March 6, 1956. 


Ordered,—That the quorum of the said Committee be reduced from 15 to 
10 members. 


Ordered,—That the said Committee be granted permission to sit while the 
House is sitting. 


Ordered,—That the said Committee be empowered to print such papers 
and evidence as may be ordered by the Committee and that Standing Order 66 
be suspended in relation thereto. 
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THURSDAY, March 8, 1956. 


Ordered,—That the following Bill be referred to the said Committee: 
Bill No. 51, An Act to amend the Small Loans Act. 


Monpay, March 12, 1956. 


Ordered,—That the name of Mr. Valois be substituted for that of Mr. 
Dumas; and 

That the name of Mr. Argue be substituted for that of Mr. Noseworthy, 
on the said Committee. 


THuRsDAY, March 22, 1956. 


Ordered,—That the following Bills be referred to the said Committee: 
Bill No. 84, An Act to amend the Canadian Farm Loan Act. 
Bill No. 165, An Act to amend the Industrial Development Bank Act. 


TuEspAy, March 27, 1956. 


Ordered,—That the name of Mr. Charlton be substitued for that of Mr. 
Dufresne on the said Pore. 


Attest 
LEON J. RAYMOND, 
Clerk of the House. 
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REPORT TO THE HOUSE 


TUESDAY, March 6, 1956 


The Standing Committee on Banking and Commerce begs leave to present 
the following as its 


FIRST REPORT 


Your Committee recommends: 


1. That the quorum be reduced from 15 to 10 Members and that Standing 
Order 65(1)(d) be suspended in relation thereto. 


2. That permission be granted to sit while the House is sitting. 


3. That it be empowered to print such papers and evidence as may be 
ordered by the Committee, and that Standing Order 66 be suspended in 
relation thereto. 


Respectfully submitted. 


JOHN W. G. HUNTER, 
Chairman. 


(Note: The Second Report of the Committe dealt with two Private Bills 


“im respect of which verbatim evidence was not recorded. ) 


MINUTES OF PROCEEDINGS 


TUESDAY, March 6, 1956 


The Standing Committee on Banking and Commerce met at 11.00 a.m. 
The Chairman, Mr. John W. G. Hunter, presided. 


Members present: Messrs. Balcom, Benidickson, Bennett (Grey North), 
Blackmore, Cameron (Nanaimo), Cannon, Carrick, Crestohl, Dumas, Fairey, 
Fleming, Fraser (Peterborough), Fraser (St. John’s East), Gour (Russell), 
Hanna, Huffman, Hunter, Macdonnell (Greenwood), Michener, Mitchell 


(London), Monteith, Noseworthy, Philpott, Power (Quebec South), Quelch, © 


Richardson, Robichaud, Tucker and Weaver. 


In attendance: Mr. K. R. MacGregor, Superintendent of Insurance; Mr. H. 
R. Douglas, Parliamentary Agent, and Mr. C. W. Gale, appearing on behalf of 
The Canadian Equity Insurance Company, Mr. F. A. M. Huycke and Mr. M. B. 
Dix, appearing on behalf of The Interprovincial Trust Company. 


Mr. Hunter thanked the Committee for electing him Chairman. 


Before proceeding with the Orders of the Day, the Chairman suggested 
that certain resolutions pertaining to future conduct of the Committee be 
considered. 


On motion of Mr. Richardson, 

Resolved:—That the Committee recommend to the House that it be 
empowered to print such papers and evidence as may be ordered by the 
Committee, and the Standing Order 66 be suspended in relation thereto. 


On motion of Mr. Fairey, 

Resolved:—That the Committee recommend to the House that its quorum 
be reduced from 15 to 10 members, and that Standing Order 65(1)(d). be 
suspended in relation thereto. 


On motion of Mr. Cannon, : 
Resolved:—That the Committee recommend to the House that it be author- 
ized to sit while the House is sitting. 


It was ordered that the Chairman make a report to the House embodying 
the preceding resolutions. 


(Note: The Committee then considered two Private Bills in respect of 
which verbatim evidence was not recorded.) 


At 12.00 o’clock noon the Committee adjourned to the call of the Chair. 


ANTOINE CHASSE, 
Acting Clerk of the Committee. 


TUESDAY, March 27, 1956 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 
a.m. this day. The Chairman, Mr. John W. G. Hunter, presided. 


Members present: Messrs. Argue, Ashbourne, Balcom, Bennett (Grey 
North), Blackmore, Cameron (Nanaimo), Carrick, Fairey, Fleming, Fraser 
(Peterborough), Gour (Russell), Hanna, Henderson, Hollingworth, Huffman, 
Hunter, Johnson (Kindersley), Johnston (Bow River), MacEachen, Michener, 
Pallett, Philpott, Power (Quebec South), Quelch and Richardson. 
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In attendance: Messrs. F. L. Chester, Commissioner; E. O. Bertrand, Mem- 
ber; W. A. Reeve, Secretary; and R. McIntosh, Chief Accountant; all of the 
Canadian Farm Loan Board. 


On motion of Mr. Bennett (Grey North), 
Resolved,—That Mr. Valois be Vice-chairman of the Committee. 
On motion of Mr. Carrick, 


Resolved,—That a Sub-committee on Agenda and Piacedure be appointed, 
to be comprised of the Chairman and Messrs. Benidickson, Fleming, Fraser 
(St. John’s East), Huffman, Macdonnell (Greenwood), Quelch, Stewart (Winni- 
peg North) and Valois. 


The Committee proceeded to consider Bill 84, An Act to amend the Cana- 
dian Farm Loan Act. 


On motion of Mr. Richardson, 


Resolved,—That the Committee print 750 copies in English and 200 copies 
in French of its Minutes of Proceedings and Evidence in respect of Bill 84. 


Mr. Chester was called; he read a prepared statement of the operations of 
the Board under the Canadian Farm Loan-Act. 


There was debate as to whether farm organizations should be invited to 
attend and make representations to the Committee, or, alternatively, whether 
the Sub-committee should, consider this question and make a recommendation 
to the Committee. 


It was agreed that the Sub-committee on Agenda and Procedure meet fol- 
lowing the adjournment of the Committee at 5.00 p.m. this day to consider and 
recommend in this matter; and that, for the purpose of that meeting the 
following substitutions be made, viz., Mr. Hollingworth for Mr. Benidickson, 
Mr. Charlton for Mr. Macdonnell (Greenwood) and Mr. Johnston (Kindersley) 
for Mr. Stewart (Winnipeg North). 


Mr. Chester was questioned on the operations of the Canadian Farm Loan 
Board. 


At 1.00 o’clock p.m., the Committee adjourned until 3.30 o’clock p.m. this 
day. 


AFTERNOON SITTING 


At 3.30 o’clock p.m., the Committee resumed its consideration of Bill 84,. 
the Chairman, Mr. John W. G. Hunter, presiding. 


Members present: Messrs. Argue, Bennett (Grey North), Blackmore, Came- 
ron (Nanaimo), Carrick, Charlton, Eudes, Fairey, Fraser (Peterborough), Fraser 
(St. John’s East), Gour (Russell), Hanna, Hellyer, Henderson, Hollingworth, 
Huffman, Hunter, Johnson (Kindersley), Johnston (Bow River), MacEachen, 
Macnaughton, Michener, Pallett, Philpott, Power (Quebec South), Quelch, 
Richardson, Tucker and Valois. 


In attendance: The same as at the morning sitting. 


Mr. Chester was further questioned on the operations of the Canadian Farm 
Loan Board. 


At 4.52 o’clock p.m., the Chairman withdrew to attend the House and the 
Vice-chairman took the chair. 


At 5.00 o’clock p.m., the Committee adjourned to the call of the Chair. . 


Eric H. JONES, 
Clerk of the Committee. 


EVIDENCE 


TurEsDAY, March 27, 1956 
11 a.m. 


The CHAIRMAN: Gentlemen, we have a quorum now and I suggest that 
we proceed. Some others may appear later on. There is a motion to be moved 
by Mr. Bennett. 

Mr. BENNETT: (Grey North): Mr. Chairman, I move that Mr. Valois be 
Vice-chairman of the committee. 

The CHarRMAN;: All those in favour? Contrary, if any? I declare Mr. Valois 
to be Vice-chairman. Now, Mr. Carrick? 


Mr. Carrick: Mr. Chairman, I move that a Sub-committee on Agenda and 
Procedure be appointed, to be comprised of the Chairman and Messrs. Benidick- 
son, Fleming, Fraser (St. John’s East), Huffman, Macdonnell (Greenwood), 
Quelch, Stewart (Winnipeg North), and Valois. 5 

The CHAIRMAN: You have heard the motion, all those in favour? Contrary, 
if any? I declare the motion carried. 

As you know, we are here to deal with Bill 84, An Act to amend the 
Canadian Farm Loan Act, which was referred to the committee on March 22. 
In that connection I think it is in order that we have a motion regarding 
printing. | 

Mr. RicHarDson: Mr. Chairman, I move that the committee print 750 
copies in English and 200 copies in French of its minutes of proceedings and 
evidence in respect of Bill 84. 

The CHAIRMAN: All those in favour of the motion? Contrary, if any? I 
declare the motion carried. 

In connection with this bill, I think you all have a statement, or has it 
been distributed yet? Could we have the statement distributed? 

I suggest that Mr. Chester read his statement to the committee and then 
if the committee have any questions, they may put them to Mr. Chester at 
the end of his statement-and he will try to answer them, after which we shall 
proceed with the actual consideration of the clauses of the bill. 

Mr. Chester, would you kindly come up here and read your statement. 


| Mr. Chester is Chairman of the Canadian Farm Loan Board. 


Mr. F. L. Chester, Chairman, Canadian Farm Loan Board, called: 


The Witness: Mr. Chairman and Members of the Parliamentary Com- 
mittee: 

The Canadian Farm Loan Board came into existence in 1929 as a result 
of the demand for: lower interest rates, longer repayment terms, and a 
dependable source of funds for farm mortgage lending in Canada. The original 
Act provided for a co-operative scheme between the Federal Government, 
Participating Provinces, and the Borrower each contributing to the extent of 
9% Of the amount loaned to the capital of the Board and the lending funds 
of the Board were provided by the Federal Government. All Provinces in 
Canada, excepting Ontario, Saskatchewan and Prince Edward Island, partici- 
pated from the outset. In 1934, the Canadian Farm Loan Act was amended and 
the Federal Government became the sole owner, having repaid the capital 
provided by the Provinces and the Borrowers. Lending was then extended to 
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all Provinces in Canada and has since been continued uninterrupted. The 
Canadian Farm Loan Board maintains a Branch Office responsible for the 
processing of all loans in each Province excepting Newfoundland. 
The original and main purposes for which the Canadian Farm Loan Board 
was set up were: 
(a) To-reduce farm mortgage interest rates of between 7 and 12 per 
cent then being charged in Canada; 
(b) To provide a dependable source of funds for farm mortgage lending 
across Canada under varying economic conditions; 
(c) To provide mortgage loans for a long period of years (twenty-five), 
that is the present number of years; 
(d) To provide for the orderly repayment of farm mortgage loans with 
maximum ease by amortizing the loan through equal annual or semi- 
annual instalments of principal and interest. 


To provide moderate and stable mortgage interest rates for farmers across 


Canada by this Board has always been predicated upon a competitive and 
self-sustaining operation without the benefit of Government subsidies, so that 
the mortgage interest rates charged to farmers by all mortgagees could properly 
and fairly be influenced by that charged by this Board. 


The Canadian Farm Loan Board makes loans to farmers across Canada 
without restrictions as to age, residence, sex or nationality. Since commencing 
loaning operations in 1929, this Board has made mortgage loans of over 
$100,000,000 to more than 43,000 farmers across Canada. At the present time, 
there are more than 20,000 borrowers on its books owing over $44,000,000. 
The collection’ experience of the Board has varied with prevailing economic 
conditions but, generally speaking, it has been considered good with only 
$173,381 of interest arrears representing -439% of outstanding principal as 
at March 31, 1955. The low point was in 1949 with $60,837 interest arrears or 
-196% of outstanding principal. The high point was in 1935 with $511,446 
interest arrears or 8:02% of outstanding principal. Foreclosures of loans have 
always been kept to the lowest minimum consistent with safety of investment 
and have been resorted to when the borrower’s position was, apparently, hope- 
less. The Board’s record of real estate acquired shows 684 securities from 1929 
to 1949 and 17 securities from 1949 to 1955, a total of 701. 


Actual losses sustained by the Board since its inception total $716,917. 
These losses have been taken care of by the reserve for losses built up through 
the years and which now totals $2,349,258. 

The amount of loaning by the Board has gone up and down according 
to the requirements of its borrowers, the largest year being 1935 when 
$9,269,188 was disbursed on first mortgage, the lowest year being 1944 when 
$1,251,949 was disbursed on first mortgage. In 1954-55, the second largest 
amount $8,207,002 was disbursed and the combined totals of 1954 and 1955 
will exceed any other two-year period in the Board’s history. The present 
investment of the Board is at its greatest amount since inception—$40,277,496. 
(March 31, 1955) 

The Board in 1955 required 123 employees to place 2,137 new loans 
totalling $8,207,002 while administering an investment of $40,000,000. This 
compares with 178 employees in 1940 to place 2,380 new loans totalling 
$4,149,000 while administering an investment of $37,000,000. Experience and 
improved methods of operations have, in the main; accounted for the decrease 
in personnel. It cost this Board 1:39% of investment in 1955 to administer 
20,982 loans. The average cost over 25 years has been 1:28% of investment 
and since 1946 has not been below 1:29%, the highest point being 1:505% 
in 1951. Salaries and wages account for more than 75% of all administrative 
expenses. It is worthy of note that of the 123 employees on the payroll as 
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of March 31st, 1955, 12-8% had over 20 years of service with the Board, 
26-4% had between 15 and 20 years and 10: 4% between 10 and 15 years, or 
practically 50% of the staff had over 10 years of service. 


A history of the Board’s maximum loan limits on first mortgage is ‘as 
follows: — 


1929 to July 2, 1934 50% of appraised value of land and 20% 
of permanent insured improvements 

thereon not to. exceeds.) os ee ey $10,000 
July 3/34 to April 16/35 50% of appraised value of land and 20% 
of permanent insured improvements 


thereon not to. exceed oo6 os eae OY $ 7,500 
April 17/35 to June 17/52 50% of appraised value of land and 
buildings not to: exceed eso oe ak $ 5,000 
(These are on first mortgage). 
June 18/52 to present 60% of appraised value of land and 
buildings: not. to: exceeds sess $10,000 
Proposed amendments 65% of appraised value of land and 
buildings: not fo exceed os. fue oN, $15,000 


A history of interest rates charged by the Board on first mortgage is as 
follows: — | 
Interest Rate 


Charged Cost of funds to Board 
1929 to Oct. 12/34 4% 5% 
Oct. 13/34 to May 22/35 54% 4% 
May 23/35 to April 1/45 “io 33% 
April 2/45 to March 31/52 44% 3% : 
April 1/52 to present 5% $%-3%% 


present cost 34% 


Repayment periods: 

1929 to April 16/35 Interest plus 1 or 2% of Principal at option of 
borrower. Equivalent to amortization on a 23 
or 32-year plan. 

April 17/35 to present Repayment on amortized plan not in excess of 25 
years. 


My associates and I, Mr. Chairman, will endeavour to answer questions 
and supply information regarding the administration of the Canadian Farm 
Loan Board which you and the committee members may require. I can assure 
you that we will welcome criticism and suggestions which might result in 
increased service to the farmers of Canada through this Board. 

The CHAIRMAN: There will be some questions, I have no doubt. 

Mr. QUELCH: Mr. Chairman, before we start with the questions, is it the 
intention to call representative farm organizations. to submit briefs on this bill? 

The CHaIRMAN: It has not been decided to do so. We have received :no 
requests by them to do so. 

Mr. QUELCH: There is quite a lot of interest among the farm organizations 


‘regarding the policies of the Canadian Farm Loan Board. 


The CHAIRMAN: They will by now surely know that the act is up for 
amendment, and there has not been the slightest indication by them to ask 
for permission to make representations. 

Mr. QUELCH: Is it not customary to send out letters to notify them to 
attend? 
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The CHAIRMAN: I think it is when putting in some new act. I have never 
heard that it was the custom with amendments, but I may be wrong. 

Mr. ArGUE: Speaking from my knowledge of some of the farm organiza- 
tions and of the people in them, I think that if they were made aware that 
this committee was sitting, and that the committee would be quite prepared 
for them to appear, I am sure they would be only too pleased to do so. 


The CHAIRMAN: I do not think that any of those farm organizations that 
I have ever run up against are ignorant of parliamentary procedure. They 
seem to be very knowledgeable groups, and they know that this act has been 
up for amendment, and that it has had second reading and has been referred 
to this committee. 


Mr. JOHNSON (Kindersley): If any farm organization had the desire to 
appear before us, they would not have had time to hold their meetings and 
make the necessary request. 


Mr. ARGUE: Surely this committee could hold some of its sittings after 
the Easter recess, in which case the farm organizations would have plenty 
of time to learn about the procedure that is being followed, and could decide 
on that basis whether they wished to send representatives.. As far as the 
farmers’ unions are concerned, particularly the Saskatchewan farmers’ union, 
I would be surprised personally if they would not be more than pleased and 
anxious to appear before us. 

Mr. BENNETT (Grey North): This bill was mentioned in the speech from 
the throne. The resolution was in the house a month ago. The head office of 
the Canadian Federation of Agriculture is right here in Ottawa, and I think 
that if they wanted to make representations they would have said so before 
now. 

The CHAIRMAN: I am confident that they are fully aware of the bill and 
of its contents. These farm organizations have never been noted for being 
asleep. 

Mr. ARGUE: If within the next few days the Chairman should receive 
a request from any of these organizations asking for the privilege a having 
witnesses appear before us, would he have any objection? = 

The CHAIRMAN: The Chairman does not control the Committee. A steering 
committee has been appointed, but it in turn does not control the committee. 
The steering committee simply makes recommendations to the committee and 
it is up to the committee then to decide. We have received no representations 
and we are anticipating something which may never happen. I havé received 
no requests. 

Mr. JOHNSTON (Bow River): It does seem to me that if there are farm 
organizations which desire—and I too am one of those who think that the farm 
organizations would desire ta come before this committee—if they knew they 
were going to be permitted to do so. 

The CHAIRMAN: You know perfectly well that any farm organization that 
has ever asked to come before a committee—when they were a legitimate 
farm organization—has never been refused. 

Mr. ArGuE: That is not true! 

The CHAIRMAN: That is your opinion. 

Mr. JOHNSTON (Bow River): If that is your opinion, all right; but it is 
almost Easter now, and it is not the practice of this committee to sit right 
up to the day before we adjourn before Easter, or any other committee. It 
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seems to me that we are putting this bill in a position to close it off before 
Easter, that is, we are endeavouring to finish it up before Easter.. I do not 
think we should do that. We should allow it to stand over the Easter recess 
on the understanding, and I say this advisedly, that the farm organizations will 
be permitted to come down if they so wish. 

If you, as Chairman of the committee, desire not to publicize it wholesale, 
that the farmers are being asked to come down, that is your privilege, but I 
think it should be made known to the farm organizations that if they desire 
to come down after Easter, they would be given plenty of time when we have 
meetings, and to submit proof that they could do so, and that they would 
be welcome to do so if they so desired. That seems to me to be the proper 
way to solve this thing when it is so close to the Easter recess. 

Mr. JOHNSON (Kindersley): I do not think that the initiative should be 
left to them. We have had a lot of farm organizations appear before this 
committee and I think we should extend an invitation to all bona fide farm 
organizations to submit briefs before this committee. 

Mr. QUELCH: While some organizations may write in and ask to appear, 
nevertheless in the past it has been the practice for the agenda committee, 
from the very start of the sittings, to discuss what organizations should be 
invited, whereupon invitations have been sent out. And if we should receive 
additional requests from other organizations, it may be that we might consider 


~ whether or not they should be included. That has always been the practice, 


to send invitations out to the organizations which we think have a special 
interest in the legislation before the committee. 

Mr. Hurrman: If we delay this unduly, the advantage that would be gained 
from extending the ceiling from $10,000 to $15,000 would be lost. 

Mr. QUELCH: Such a disadvantage might be offset by the advantages gained 
by bringing in some worth while amendments to the present bill. 

Mr. ARGUE: Surely no farmer will be denied a loan under this legislation 
if we hold it up until after Easter. The government has been sitting around 
for twenty years waiting to make this particular amendment, and after they 
have made it, it is not a matter of hours and minutes in getting it passed. We 
should have a thorough discussion of this whole issue, and I do not think there 
is any aspect of government policy as it affects agriculture that has received 
more universal criticism than the operation of the Canadian Farm Loan Board 
and the operations of this act. I say that after having given some thought to 
it, that the farm organizations have expressed criticism with respect to members 
of parliament in every political party, including the government, and that they 
have expressed what I consider to be very severe criticism of the administration 
of this act. I submit that we would only be doing our duty if we asked the 
farm organizations to appear before us, and I think that if we asked them 
they would be only too happy to respond. 

Mr. FRASER (Peterborough): It would only mean a matter of a week or 


/so after Easter when this bill would go through, and I understand that the 


Farm Loan Board will not pass on a farm when there is snow on the ground; 
the ground has to be clear of snow before they process a loan. I think, however, 
that the snow will be gone after Easter and then everybody would be satisfied. 
The CHAIRMAN: I would hesitate to be as optimistic as you are, that every- 
body would be satisfied. 
Mr. ARGUE: In that case, they really should be called in. 
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The CHAIRMAN: I am not sure we could ever satisfy you, Mr. Argue. 

Mr. Arcue: I do not expect that you ever will! Having made the plea 
as well as I know how, that the farm organizations may appear, we should 
remember that the Canadian Federation of Agriculture—some of them—are 
only two blocks away. 

The CHAIRMAN: Yes, and they know what is going on! 

Mr. ARGUE: You could have the Farmers’ Union people here, and they 
could get here in 48 hours; and I am sure that they could give this committee 
some very valuable information, and make some very valuable recommenda- 
tions. I would go so far as to say that if such witnesses did appear, the result 
of their representations would no doubt have to do with the administration of it. 


Mr. BENNETT (Grey North): I think we should get on with the bill, Mr. 
Chairman, and get these amendments passed as law, so that they will work for 
the benefit of the farmers; and as far as the snow being off the ground, Mr. 
Fraser may come from a snow belt, but in my riding the snow is already 
pretty well off the ground, and there inspections could be made at any time. 
So I suggest that if we could pass this bill before Easter, the farmers would 
have the benefit of these important amendments earlier. 

Mr. QUELCH: There is bound to be criticism if we go ahead with the bill 
without calling the farm organizations. We have heard it said in the House 
of Commons time and again concerning certain legislation being brought 
down without farm organizations being bonsai: and I think it is only an act 
of common courtesy to do so. 

Mr. Jounson (Kindersley): Anyone who represents a farming constituency 
would want to have the thinking of the farmers before this committee, and I 
think we would be far better advised to follow the suggestion initially made, 
and to suggest that we have no objection to farm committees appearing before 
us, and to follow that important suggestion with invitations to be sent out 
to them. 

There are other bills which will be referred to this committee, such as 
the small loans legislation, and at that time they will have representatives 
appearing before us. I am confident that the time- table of the sittings of this 
committee might be arranged to suit their pleasure, and I think the same 
principle should apply to the farm organizations. 

Mr. FLEMING: I am late in arriving, Mr. Chairman, because I had to 
attend a meeting of the estimates committee which is continuing, but I would 
like to say that I think this matter should have been carefully considered by 
the steering committee before this point, and that the farm organizations 
might yet be called before the committee to make representations or be given 
an opportunity to do so. 

With respect to the sittings of the committee, in view of our discussion 
at the outset, a couple of weeks ago, about the matter of afternoon sittings 
while the house is sitting, I thought that all this was to be cleared through the 
steering committee before any afternoon meeting was called, particularly during 
the budget debate, and more particularly in this short week. 

I support the proposals made to give an opportunity to interested organ- 
izations to appear here, in keeping with the practice of the committee. I do “ 
not suggest that we irda it open to all and sundry such as purely local 
bodies, but only to bodies which have a recognized status to speak for large 
groups, and that they should be given an opportunity to make representations 
if they desire to come here. 

Now the period of the Easter recess will give an opportunity for such 
organizations to make their wishes known in that respect, and I would urge 
that that be done. 
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This bill is not a lengthy one. Nevertheless there has not been a review 
of the act by a parliamentary committee for some time and judging by the 
tone and the extent of the discussion in the house, it is a matter of very great 
interest to a number of members. I think that is a reflection of the fact that 
it is of interest to a great many people who might hope to obtain benefit from 
this act. Therefore I urge that as a committee, it is our duty to offer them 
an opportunity to come here, and that we should take the bill up directly 
after the Easter recess. 


The CHAIRMAN: No one is trying to deny to any interested group the 
right to come here. These amendments have received a lot of publicity. 
They have all known that the amendments are there. From my. short experience 
with committees—which is not as long as that of many others—I have always 
found that when there is something of interest to a profession, a business, or 
a group, that is coming up before parliament, if they are vitally interested, 
then their representations start coming in long before the legislation has even 
reached first reading. ; 

If these people have been fully aware of this, they have not even had 
the curiosity or interest to write in and to ask. Surely that would indicate 
that they have not had any great or vital interest in it. We are not trying 
to thwart anybody. The government is anxious to get this into operation 
and they asked that the meetings of the committee be held to consider the 
amendments. Therefore I think that the committee should consider those 
amendments. 

Mr. BENNETT (Grey North): Just to show how right you are, Mr. Chair- 
man, during the last ten days I have received five or six letters from farmers 
in my constituency about the amendments, and there has been a good deal of 
publicity given to them. 

Mr. JOHNSTON (Bow River): Commendable or otherwise? 

Mr. BENNETT (Grey North): Yes, commendable. I know what my farmers 
think about it; I have talked to my farmers and with other people who repre- 
sent farming constituencies, who know the farmers’ problems, and they inform 
us that they come right from the farmers. So I think we should get on 
with this bill. 

Mr. JOHNSON (Kindersley): I am not surprised that the farmers in that 
area would be able to get at least something out of this government, but 
there is also the man from the Canadian Federation of Agriculture, a 
Mr. Broderick of St. Catharines, who made an intensive study of the whole 
matter of agricultural credit, and several suggestions were made at their 
annual meeting. So doubtless they are aware of what the government is 
doing. But is the government aware of what they want to have done? That 
is what we should be concerned with at the moment. 

The CHAIRMAN: Just a minute, Mr. Johnson. The mere fact that somebody 
wants something does not necessarily mean that the government should do it. 
You are saying that we should do everything that somebody wants done. 
That is your argument. 

Mr. Batcom: Are some of the members saying that the farmers are 
not receiving anything out of this? Surely $100 million distributed to 42,000 
farmers is something. 

The CHAIRMAN: There has been a little exaggeration, I would suggest. 

Mr. QUELCH: The reason I am particularly interested in getting a report 
from the Canadian Federation of Agriculture is that in the brief which they 
submitted to the cabinet they made a two-page reference to the Canadian 
Farm Loan Board, and I think they should be brought here to answer ques- 
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tions on that brief. I think that when a brief like that has been submitted, 
at least this committee should have the privilege of questioning them regarding 
the brief which they submitted to the cabinet. 

The CHAIRMAN: Submitted when? 

Mr. QUELCH: This spring—“‘A statement of policy Seda farm credit 
as adopted by the board of directors of the Canadian Federation of Agriculture, 
January 26, 1956”. I think they should be brought before this committee and 
we cannot do that unless we have representatives from the Canadian Federa- 
tion of Agriculture here to answer questions regarding it. They claim that 
if the board were a little less conservative, it would ee possible for them to 
reduce their interest charges by one per cent. 

The CHAIRMAN: Why not question the chairman? He is here. 

Mr. HENDERSON: Mr. Chairman, as Mr. Fleming has said, this matter should 
not be denied. We are not denying anyone. But we must consider the fact 
that for our ancestors in this country farming was a basic concern; and the 
fact that farmers have a great deal of initiative; and the fact that their farm 
unions and organizations have a great deal of initiative too. I submit that we 
should ask them to come before us, and I think we would be casting a 
refiection on the farm union and their members if we failed to do so, to the 
effect that they have not been doing their job because they have not attempted 
to come before us. I also have farmers in my riding, and I have had no 
complaints about this. Therefore I urge that we get on with the legislation, 
and I think it would embarrass the farm union for us to say that they could 
not appear. 

Mr. RICHARDSON: I now move, Mr. Chairman, that we proceed to a 
consideration of the bill. 

Mr. ArGuUE: I do not think that such a motion is in order, because we 
are now considering the bill, and we are engaged in a general discussion on 
the activities of the Canadian Farm Loan Board, and of its organization. 

Mr. RICHARDSON: Mr. Chairman, I move that we now proceed with the 
first clause of the bill. 

The CHAIRMAN: Mr. Chester is here, and if you have any seas to 
ask him he is available. 

Mr. BLACKMORE: I wonder when the steering committee began to influence 
this meeting. We have only appointed it this morning; surely the steering 
committee should have something to say. 

The CHAIRMAN: The steering committee is simply a committee set up by 
this committee to consider matters and to report back to this committee. The 
steering committee has no authority. 

Mr. BLACKMORE: Surely this is one of the most important matters which 
will be before us. 

Mr. CAMERON (Nanaimo): What other function has it got? 

The CHAIRMAN: It will have a great deal to do. 

Mr. CAMERON (Nanaimo): Surely this is the type of thing that a steering 
committee is set up to deal with, to arrange the business and how it is to 
be done. 

The CHAIRMAN: You and your colleagues obviously do not wish to go on 
with the bill, Mr. Cameron. 

Mr. JOHNSTON (Kindersley): I do not think we can assume that because 
the government has decided to bring in some amendments to the Canadian 
Farm Loan Act that it is to be an end all. One aspect is to increase the amount 
of the assessed value of the land from 60 per cent to 65 per cent. 
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The CHAIRMAN: It is not the assessed value. 


_ Mr. Jounson: (Kindersley): The loan is going to be made on 65 per 
cent of the assessed value. 


The CHAIRMAN: Not on the assessed value. 
Mr. JOHNSON (Kindersley): Oh well, on the appraised value. 
The CHAIRMAN: That is quite different. 


Mr. JOHNSON (Kindersley): That is one of the points, that there have been 
errors by the assessors, and that if we on this banking and commerce committee 
are to be responsible for giving serious consideration to any change being made 
in the legislation we should not deny ourselves the opportunity to have the farm 


organizations before us who have a definite approach which is quite different 


from the one which this committee has taken on this particular section. The 
Canadian Federation of Agriculture has advocated that the loans be made up 
to 80 per cent of the appraised value. 

If you want to put yourself in the position of knowing more about the 
interpretation which should be placed upon this than the Canadian Federation 
of Agriculture—as perhaps we would expect you to do, on the basis of govern- 
ment policy—it would. certainly be in opposition to the democratic procedures 
which have been extolled on various occasions. 

We will find that the Minister of Agriculture is one who approves calling 
upon farm organizations and appreciates the value of them, which seems to be 
at variance with what some of the government members of this committee feel, 
that the farm organizations are isolated. 

In the five days since the bill was referred to this committee and the time 


_ that this committee was called,—I received my notice only yesterday—you 


expect the farm organizations to have made urgent requests to you for per- 
mission to present their case before you. 


Mr. BENNETT (Grey North): We said we were prepared to go on with 
the bill. 


Mr. JOHNSON (Kindersley): It was suggested here, and I think the record 
will show it, that some of us have considerable reliability in the status of farm 
organizations in Canada, and that we should all take the opportunity to invite 
them before us so that we may have something to gain by it. We would not 
be embarrassing the farm organizations by having them come before us to pre- 
sent their views on the matter of agricultural credits. The only people who 
will be embarrassed will be the government in their niggardly approach to this 
whole matter of farm credit. 

Mr. HoLLINGwortH: I represent the farmers of York Centre, and they 
would instruct me to proceed with this bill, because it is of benefit to all the 
farmers. Therefore I think we should proceed with Mr. Richardson’s motion. 
Mr. Johnson has said that we have small loan legislation coming up after the 
recess, but I do not see why we should not go ahead this morning. I have some 
of the most prosperous dairy farmers in Ontario in my riding and I am sure 
they would be pleased to have us go ahead this morning and proceed with this 
bill. 

The CHAIRMAN: This sort of conversation could go on for ever! 

Mr. BLackmorE: And it probably will, too! 

The CHAIRMAN: I do not think we are here to discuss a point like this. We 
are hear to discuss the bill and to ask questions of Mr. Chester, and I think 
we should get on with it. I think we should open a full discussion on this 
matter. Nobody is unaware of your brief. You have made it very clear. 


Mr. JOHNSTON (Bow River): Iam amazed that you are trying to cut down 


discussion on this bill. 
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The CHAIRMAN: No, not on the bill. We have not got the bill as yet. 

Mr. JOHNSTON (Bow River): I am amazed that you are trying to curtail 
discussion at this point, because I think that the chairman should show the 
lead in promoting the admission of all people who are sea in. coming 
before the committee to make their representations. 

The CHAIRMAN: The only thing you want me to show is the lead that 
you go on talking. ni 

Mr. JOHNSTON (Bow River): You are trying to exclude the farm repre- 
sentatives from coming here. I think that is certainly a very unfair attitude 
particularly for one to take who is in the position of chairman. And I am indeed 
surprised as well to hear the government supporters on this occasion coming 
out and doing their level best to rush this through to the exclusion of having 
farm representatives come before us to give us their views on this matter. This — 
is a very important thing, and from the very fact that we are going to charge 
5 per cent, when other organizations in Canada have been getting it at 34 per 
cent, it seems to me that we should be offering the farm representatives an 
opportunity to come here to say if they agree with that type of thing. 

The CHAIRMAN: If you are getting on the specific details of the bill, there 
is obviously a proper place to discuss them. 

Mr, JOHNSTON (Bow River): Let us not get too technical on this thing. 

Mr. CAMERON (Nanaimo): You have overlooked the fact that what we are 
discussing at the pretsent time is the brief which was presented by Mr. Chester 
and that it is in that brief that the interest rates are set forth. 

The CHAIRMAN: That is a very good point. 

Mr. CAMERON (Nanaimo): So I suggest that Mr. Johnston is out of order 
and is ridiculous. | 

Mr. RICHARDSON: On a point of order which I would not have raised 
except that my friend raised a point of order;-I submit to you, Mr. Chairman, 
on a point of order, that I have, as a member of this committee, made a motion, 
and that motion is before the chair. The motion is that we proceed now to 
clause 1 of the bill. 

Mr. JOHNSTON (Bow River): May I make an observation. I have been 
here a long while too, and if there are to be points of order and observations 
made, nobody should interfere. with me because he wanted to raise a point of 
order. - 

Mr. RICHARDSON: I sat down and you should have sat down. 

Mr. JOHNSTON (Bow River): We are discussing the brief now. You admit 
that, and it is obvious why we refused to hear the others. ; 

The CHAIRMAN: We have not refused to hear the other people. If you 
say that anybody has refused to hear these organizations, then you are simply 
stating something that is plainly untrue, and I do not want to hear it again 
because it is not right. 


Mr. JOHNSTON (Bow River): I shall say this to you, Mr. Chairman, and 
you are going to hear it whether you like it or not. The first thing is that 
Wwe are endeavouring here, consciously, to push this thing through. We are in. 
fact closing off these other organizations. We are stopping them from having 
an opportunity to come down here and give their brief. Whether we like it 
or not, the effect is the same; I submit that these organizations should be 
given the opportunity; they should be asked to make their representations,— 
because this is vital to them, and if it did not concern them very much I 
-would agree with the chair—but this is of vital interest to farm organiza- 
tions and I think we should be lenient and say to them, “if you want to come, 
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4 all right; but if you do not want to come, then it is still all right”. And 
| after Easter we will proceed with the bill, and I think we would all be quite 
satisfied to proceed. Thank you. 


Mr. HOLLINGWoRTH: We are not trying to push this thing through. I just 
want a discussion on it. 


Mr. FLEMING: Mr. Chairman, I hope that I can contribute something to 
harmony here. The discussion we are having this morning resolves around 
the problem of how we are going to go about our tasks in this matter, and 
it seems to me that it points to the fact that we have a steering committee to 
do this very thing. That is the whole point of a steering committee, to 

~ save the time of the main committee and to avoid a discussion of this kind. 
That is the function of a steering committee. 

Some members have been here longer than I have, but I have had 
eleven years on this committee and I do not remember a jangle in this com- 
mittee on how we are going to go about our test on any particular bill. It 
may be that we have had such discussions on other committee, but I do not 
think we have had them in this committee, and it has been largely due to 
the fact that the chair has been in consultation with the parties, either through 
a steering committee or directly, in regard to what is the acceptable and 
sensible way of going ahead with the task. We have a steering committee. 


The CHAIRMAN: It was only set up this morning and it has not had an 
opportunity to meet as yet. | | 

Mr. FLeminG: I was going to comment on that. It was decided at our 
first meeting some two weeks ago that a steering committee would be set up 
and would in fact be operative. Our party indicated to you about ten days 
ago our nominees to the steering committee. It should be called together 
without delay to review this matter, when some acceptable procedure could 
be worked out. I am sure that the further we go along with this type of dis- 
cussion, the more difficult it will be to_arrive at some generally acceptable 
procedure. 


The CHAIRMAN: I think that is a sensible statement and I suggest that we 
get on with the question and that, after this morning meeting adjourns, we 
have a meeting of the steering committee and get ahead with it,°so that: we 
can make recommendations to the main committee. 


Mr. FLEMING: I would like to add an observation about the matter of our 
. hearing farm organizations. So far as the rest of us are concerned, I do not 
think anybody here wishes to find himself in the position of holding back 
legislation whether it meets his views or not, when that legislation is going 
to be of benefit to anybody. We are all here to get on with the business, and 
to act as expeditiously as we can. But we always have those who may wish to 
be heard with respect to legislation of this nature, and I am going to urge 
the view that this matter is of sufficiently wide-spread importance that I think 
that national organizations of the kind which we customarily recognize in this 
committee should be given the opportunity to be heard if they so wish. But 
that is not to say that we have to go out and urge them to come here. It is 
simply a matter of offering them the opportunity. It is not a matter of inviting 
local organizations in. It is a matter of finding out those organizations that 
we normally deal with and whose status is recognized to be national. 

Again on this matter of sittings, we have all had very short notice. There 
may be others like myself who should be in other committees right now; and 
then there is the matter of sitting this afternoon while an important debate is 
proceeding in the House. I have to speak in that debate this afternoon so I 
cannot be here. We only learned about this meeting last night. We all 
recognize that there is not time to force it through in two days now so, let us 
arrive at a procedure that we are going to adopt in a calmer atmosphere than 
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we have here this morning. In that way I believe we will get along faster— 

if we could have a meeting of the steering committee and could sit down — 
in a calm atmosphere and try to arrive at something which is generally accept- — 
able as far as possible. 

Mr. Carrick: If the steering committee neets and consitiers a course which — 
should be followed, would that eS be obliged to make its recommenda- 
tion to this committee? 

The CHAIRMAN: Yes. 

Mr. Carrick: What would be the difference? 

Mr. Fteminc: There is this difference, and it is the same with the recom- 
mendations of the sub-committee of all committees of the house, the general 
committee knows that all the parties are represented on the sub-committee and 
that the questions have all been thrashed out by that steering committee before 
it brings back its recommendations. 

The CHAIRMAN: They are unanimous. 


Mr. FLEMING: Quite so, and I think that in this committee in the past they 
have always been unanimous. They may not be unanimous on every occasion, 
but at least the committee does not go through the sort of thing we are (Eoin 
through here this morning. 


Mr. QUELCH: I have been serving here on this committee since 1936 and 
this is the first time anything like this has come up. It has always been the 
custom of the steering committee to meet first, and had it been able to meet 
at this time, and had a request been made to it for representatives of the 
Canadian Federation of Agriculture to appear before this committee, I do not 
for one minute believe that such a request would have been. refused. It has 
never been refused before. On other occasions when any of us have asked 
the steering committee to invite certain organizations which have a very 
definite interest in the matter before the committee, that request has been ~ 
granted. But unfortunately coming up as it has—and I was the one who raised 
it—not with the idea of a discussion like this taking place—but unfortunately 
the discussion that has taken place has now grown into a partisan affair, and 
I think most of the members of this committee would agree that it is reason- 
able to ask that the Canadian Federation of Agriculture should appear before 
this committee, because they have submitted a brief. 


If they do not appear, then Mr. Chester: will be answering questions and 
I want to bring before Mr. Chester some points which were raised by the 
Canadian Federation of Agriculture, and he would know certain answers. But 
we will not know what was exactly in the mind of the Canadian Federation 
of Agriculture when he is questioned about the charges which are in this 
brief. Therefore I think that the Canadian Federation of Agriculture repre- 
sentatives should be here at the same time as Mr. Chester in order to answer 
questions regarding their brief. 

I was surprised at the attitude taken by Mr. Bennett when he said thie 
was just an amendment and not a new bill. But he knows very well that 
before the veterans committee, when we have had amendments to the Veterans 
Allowance Act, it was always the practice for the veterans’ associations to 
appear before that committee and make representations. _ 

Mr. BENNETT (Grey North): In the case of the Veterans Affairs Committee, 
the Legion and other veterans’ organizations always wrote in to say that they 
wanted to appear, and we acknowledged their request, as national organizations, 
and they had that opportunity. But I do not think we should get into a 
partisan debate. I know how my farmers feel about this bill. The bill was 
mentioned in the Speech from the Throne. The Federation of Agriculture has 
included a reference to it in its brief. Their headquarters is right here in, 
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_ Ottawa, and you would have thought that if they wanted to appear before 
_ this committee, the Federation and the Farmers Union would have said so. 
_ There is no harm, and if they wish to appear we should not exclude them. 


4 
: But I urge that this bill be proceeded with so that the benefits for the farmers 
_ may be realized. 


Mr. FLEMING: How can you do that?’ It has to go to the house, and in the 
house it has been said that today and tomorrow are to be devoted to the budget 
_ debate so there is no possibility of the bill being considered there before the 

recess, and the Senate has already risen. 


im Mr. BENNETT (Grey North): The Senate has risen, has it? Well, it is not 
: possible to get it through before Easter, then. But my point was that we 
were anxious on this side to get on with the bill and to get this provision in 
force. I would like to say to Mr. J ohnson, who rather imputed that the govern- 
ment members were against the farm organizations. The Canadian Federation 
_ of Agriculture and the Farmers’ Union are very strong in my riding. In fact, 
the Farmers’ Union started in Grey North, and I have worked with them both 
and they have helped me a great deal. I have said in the house that I have 
farmers who have argued more and more for farm organizations and marketing 
boards as at least a solution to part of the farmers problems, and we on the 
government side speak from the strength of these two great farm organizations, 
and we listen to their advice. 
I discussed this matter with the Canadian Federation of Agriculture and 
__ with my Farmers’ Union people and I’ would Suppose that every member 
would have done that before he came to this committee. I do know how my 
farmers feel and I am prepared to represent them, and I can go on with the 
bill\ without listening to farm organizations. However, I do agree that the 
steering committee should thresh this out. But could we not have a compromise, 
and go on with the questioning of Mr. Chester for the next half hour or hour, 
and then rise, with the agreement that the steering committee will meet and 
try to settle what we are squabbling about, because there is no doubt we could ; 
go on squabbling here for two or three hours? But let us take the opportunity 
of asking Mr. Chester some questions. 


The CHAIRMAN: That is the very suggestion I made before, and I think it 
is only fair to point out that the steering committee could not meet before 
it was appointed. . 

Mr. BENNETT (Grey North): If the Senate has risen, then my view is 

_ changed somewhat, because we could give an opportunity to the farm organiza- 
tions to come here. I was anxious to get on with the bill before Easter, but 
if that is not possible, it would not hurt us to have the farm organizations. 

Mr. FLEMING: The Senate has adjourned to a date after the middle of April. 

Mr. Farrey: Until’ April 24. 


Mr. JOHNSTON (Bow River): I want to make one reference to what. Mr. 
Bennett said a moment ago. I appreciate his point. He said that he gets home 
every weekend where he can discuss these things with his farm organizations. 
That is probably so, and he is thereby in a position to speak on behalf of his 

_farmers. But those of us who come from western Canada, cannot do that over 
the weekend. We would have to travel 2,000 or 3,000 miles. So the only thing 
we. can do in this case is to have the farm organizations come before us, and 
then we would be able to contact them and see what their opinions are. So in 
that regard we are possibly quite different from Mr. Bennett. 


The CHAIRMAN: There is such a thing as Her Majesty’s mails. 


Mr. JOHNSTON (Bow River): With the winter we have had out at Bow River 
_ it would be a superhuman person who get in contact with his farmer organiza- 
tions in that time. But I would point out the difference between those of us 


22 - STANDING COMMITTEE ) . * 


who come from the east and those who come arora the rout in rseatoa to our 
local organizations.. | 


The CHarrMaN: It is obvious that the bill cannot go through before Easter. 


Mr. JoHNSon (Kindersley): I think Mr. Bennett’s suggestion is a very good 
one. The steering committee. should. accept the responsibility for this thing 
and it should clarify this whole business of appearances before this committee. 
I do not think we should go on the promise of anyone who wants to appear 
before the committee. Anyone who wants to appear before this committee 
should have the responsibility of taking up the time of this committee. But 
I think our responsibilities should rest with us in sending out invitations to 
various organizations that we want to have before us, and I think on the basis 
of the Banking and Commerce Committee in past years that is a very important 
item indeed. I do know that the Canadian Federation of Agriculture does 
want to appear before this committee since they have a policy on small loans, 
and they are desirous of appearing before this committee and presenting their 
policy to us in that regard. — 


The CHAIRMAN: There is one other thing I think I should mention. Nobody 
wants to sit in the afternoon if they can help it. But we have been slow in 
getting under way because when the small Loans bill was referred to us 
Mr. McGregor requested that it should be held over until after Easter because 
he did not yet have the 1955 figures. But he will have them after Easter. 
Then we have the Industrial Development Bank reference, and the report of 
the Bank of Canada, both of which the committee is going to get into, and it 
is very heavy stuff. I think it is going to be almost unavoidable that we shall 
have to sit twice a day sometimes. 


Mr. FLEMING: We can discuss that in the steering committee. 
The CHAIRMAN: Nobody is trying to force it on you. 


Mr. FLEMING: Nobody will deny the problem, but I-:am sure that everybody 
will be cooperative. 


The CHAIRMAN: That is why I am axious to use this one day on this pill. 


Mr. JoHNSON (Kindersley): In the changing of any agricultural policy 
consideration must be given to the desirable end of that policy and I notice 
in the statement of the Canadian Farm Loan Board the fact that it came into 
existence because of a demand for lower interest rates, longer repayment 
terms, and a dependable source of funds for farm mortgage lending in Canada. 
I think we must consider this in the light of what is being done in other 
countries. And as to the pattern that we should follow here, in Canada, 
I know that the members of the committee would appreciate it if Mr. Chester 
would give us a resumé of what the Farmers’ Home Administration does. 


The CHAIRMAN: What is the feeling about the steering committee as to 
when it can meet? If we meet at 2 o’clock it only gives us half an hour which 
does not amount to very much. Do we want to leave it until alter the Easter 
recess? 


Mr. JOHNSTON (Bow River): I think it should be done before then, other- 
wise we would then be in the same position as now. 

The CHAIRMAN: Why not have it tomorrow morning? That would get’ 
everybody, would it not, or do you have a caucus? 


Mr. ARGUE: Yes, Wednesday morning is caucus morning for most parties. 
I do not argue against it, but I point out that Wednesday morning is caucus 
morning. 


The CHAIRMAN: I am trying to get some time which would be most 
convenient for everyone. If I call it for 2 o’clock I am sure I would get 
everyone but they would be here only for half an hour before the orders of 
the .day. 
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My. QUELCH: We can have a meeting of the whole committee while the 
house is in session. 


The CHAIRMAN: There is one scheduled for this afternoon, yes. 

Mr. QUELCH: Could we not have it while the house is in session? 

Mr. JOHNSTON (Bow River): Could we possibly proceed with the second 
meeting this afternoon if we finished with Mr. Chester’s statement this morn- 
ing, because everybody will not be discussing the bill? And I think we could 
finish with the statement pretty well this morning. 

The ‘CHAIRMAN: You expect to finish this statement this morning? 

Mr. QUELCH: Do not be too optimistic. : 

The CHAIRMAN: I think you are showing undue optimism. 

Mr. ARGUE: I do not know what the procedure will be, and I do not know 
if it is necessary for us to consider the statement in a formal way. It is 
just a general statement on the subject. 

The CHAIRMAN: It is really to give the committee background, and to give 
the members an opportunity to ask questions if they wish. 

Mr. ARGUE: Mr. Chester will be before us for’ some time and I do not 
think it is necessary in a formal way to dispose of this statement at any given 
moment. 

The CHAIRMAN: It is not ever disposed of. It is something intended to 
be of assistance to the committee. 

Mr. ArcuEe: That is what I take it to be. 

The CHAIRMAN: Let me urge that the steering committee meet here right 
after the afternoon meeting. 

Mr. ARGUE: Why not right now? 

The CHAIRMAN: Well, Mr. Fleming has gone, Mr. Macdonnell is not here, 
Mr. Benidickson is not here and Mr. Valois is not here; Mr. Fraser is not here 
and Mr. Stewart is not here, so the thing would be completely abortive right 
after this morning’s meeting. But I can get some of them on the phone to see 
if we can arrange for a meeting later.on today. I do not know how long it 
will be this afternoon before we finish with this report. 

Mr. JOHNSTON (Bow River): Are all the members of the steering committee 
here in Ottawa, or have some gone home? 

The CHAIRMAN: Mr. Valois is coming in on the noon train. Mr. Benidick- 
son, Mr. Fraser (St. John’s East), Mr. Fleming and Mr. Stewart are in the 
building. Most of them are here. 

Mr. FRASER (Peterborough): Mr. Charlton will take the place of Mr. 
Macdonnell. He will be put on the committee this afternoon. 

The CHAIRMAN: I suggest that as soon as we finish with this statement we 
have a meeting of the steering committee. Would that be agreeable? As 
soon as we finish consideration of the statement and the questioning of Mr. 
Chester this afternoon? 

Mr. ARGUE: The statement being this? 

The CHAIRMAN: Yes. Let us call it a preliminary canter. 

Mr. ARGUE: I suggest that you should set the time for the meeting of the 
steering committee, and that the time should depend on the committee passing 
this statement. i 

The CHAIRMAN: We are not passing it, but simply finishing the discussion 
on it for the time being. 

Mr. ARGUE: Let us set a time and not say that the discussion is finished. 
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The CHAIRMAN: If the steering committee meets this morning, several of 
its members will be unable to attend. : 


Mr. JOHNSON (Kindersley): Set it for five o’clock. 
The CHAIRMAN: Very well. 


Mr. FRASER (Peterborough): Mr. Fleming will be speaking this afternoon 
on the budget. I am not sure when he is on, but I would like to hear him. 


The CHAIRMAN: Why, don’t you have him delegate Mr. Michener or your- 
self to act for him on the steering committee? Naturally I want to accede to 
everybody, but we cannot do everything. If Mr. Fleming is as active as he 
always is, then we cannot be sure of pleasing him. 


Mr. JOHNSTON (Bow River): Somebody else could take his budget speech 
for him in the house! 


Mr, BLAcKmMorE: Would it not be worth while trying to avoid having a 
meeting while the budget debate is in progress? That would not delay us 
very much, There will be only one or two more days delay and, in that case 
we would not have a meeting this afternoon. 


The CHAIRMAN: We are anxious to get along as fast as we can, because 
We are going to have a very heavy list of meetings after the recess, and they 
will go on indefinitely. So let us say 5 o’clock today for the steering committee. 
This meeting will reconvene at 3.30 and the meeting of the steering committee 
will be held at 5 o’clock. 


By Mr. Johnson (Kindersley): 


Q. I wonder if Mr. Chester would give us, roughly, the background of the 

Farmers Home Administration?—A. I do not know Farmers Home Administra- 
tion but I do know our counterpart in the United States, that is a government 
scheme of loans that are under the federal government of the United States. 
Is that what you have in mind? | : 
Q. You would be familiar with that detailed information, and how they 
operate in the United States?—-A. Their system is not the same as ours in 
Canada. They have what they call Federal Land Banks; there are twelve of 
them in various areas in the United States, but they are not too directly con- 
nected with the government of the United States, although there is strong con- 
nection but not financially. Then, I understand they issue bonds to the public, 
which bonds are income tax free, so to that extent I would say that they are 
subsidized by the United States (Government. However, what you want to 
know, no doubt, is their loan limits. , 

Q. Yes, the Farmers Home Administration.—A. This is a federal land bank, 
and from their offices in the United States they lend money under government 
supervision. : 

@. The federal land bank is different?—-A. No. That is the only thing you 
can compare us to in the United States. e 


The Witness: The loan limit in the United States is 65 per cent of the 
appraised normal value. They have what, applied to Canada, would be a 
fantastic dollar limit; it was $100,000 in 1955 and I believe it is even greater 
than that at the present time. This information is dated August 21, 1955, and 
I do not know of any other changes which have been made since. 

The length of loan which they are authorized to make is up to 40 years, and 
the most common loans they have been making have averaged around 30 years. « 
Their interest rates vary as between the areas: they have twelve areas and the 
lovest interest rate in the United States, from the federal land bank, is 4 per 
cent. The next rate is 44 per cent, and the other rate is 5 per cent. So there 
are three rates of interest charged on mortgage loans in the United States in 
varying areas by the Federal Land Banks. 
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By Mr. Johnston (Bow River): 


3 Q. How do they designate the areas?—A. They have a bank at Louisville, 
_ New Orleans, St.-Louis, St. Paul, and Omaha. I can give you the names, but 
_ I cannot describe the particular areas. ce 

Q. Does it depend on the economic condition of the area?—A. No, I think 
. it is because the United States is a larger country and requires twelve banks, 
_ whereas we can do it in Canada with one farm loan board. That is probably 
the background of it, but I am only guessing. However, they are pretty well 
sorted out by what you might call farm economic areas. 

Q. May I ask another question. I noticed in your statement on page 2 that 
_ the mortgage rates charged to farmers by all mortgagees could properly and 
fairly be influenced by that charged by this board. Would that be the same 
incentive in the United States? Would they be setting their rates in order to 
comply with the statement which you have made?—A. I cannot tell you what 
their policy or purposes are. All I can tell you is what I know to be the facts, 
and that is the loan limits, and the percentage that they charge their bor- 
rowers. What the thinking back of it is I cannot tell you. 


t 


By Mr. Blackmore: 
~Q. Would you mind just proceeding with your statement?—A. That is 
my statement. 
Q. Is that all you have?—A. Yes. 


By Mr. Johnston (Kindersley): 


Q. I was lead to believe that the Royal Commission on agriculture and 
rural land went into the federal home administration question.—A. They were 
comparing the wrong types of business if they did, because the type of business 
we carry on is only comparable to the Federal Land Banks in the United States. 

@. The farm loan organizations are established to consolidate the farmers’ 
debt and assist him in purchasing equipment; and isn’t that more or less 
the purpose of the Canadian Farm Loan Board?—A. I think your conception 
of the Canadian Farm Loan board might be wrong, because we are a land 
mortgage loaning company, we are neither an establishment agency nor a 

- benevolent society. 

@. Then you had better change the details in the last few pages of your 

annual report because there you say: 
“Purposes for which made: 

To pay debts, to purchase livestock and farm implements, to make farm 
improvements, to erect new buildings, to repair buildings, to provide for 
expense of farm operation, to assist in the purchase of farm land, etc.” 

Is that not identical with the function of the farmers home administra- 
tion in the United States? ‘ 

The CHAIRMAN: Where is that? 


Mr. JouHnson (Kindersley): I took it from page 14 of the annual report 
of the Canadian Farm Loan Board for the year ended March 31, 1955. 


=- 


By Mr. Blackmore: 


Q. I understood that when the Canadian Farm Loan Board was set up 
it was intended that its function should be limited only to dealing with 
mortgages. One would think that if that was the case, we ought to have a 
change of attitude today because just for one reason, the cost of modern 
machinery for one establishing himself as an economic farm is tremendous. 
It runs into some $20,000 to $30,000; and if this particular organization is not 
designed to aid a farmer in the accomplishment of a business set-up, then 
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surely we should have some bill or board in Canada which would do that. 
Am I wrong in my thinking about that?—-A. What is your question, please? 


The CHaiRMAN: Mr. Blackmore, I do not think you should ask Mr. 
Chester to express an opinion on government policy. 


By Mr. Blackmore: 


Q. No, what I am trying to do is to get further details concerning the 
function of the Canadian Farm Loan Board. I gathered from something the 
witness said a few minutes ago that the Canadian Farm Loan Board was 
designed to function purely in respect of mortgages. which farmers might 
have on their land, and it helped them only with these mortgages. 

I wondered if that had been the only purpose of those who set up the board 
and if that was the purpose today for our amending the act.—A. It is not a 
purpose; it is a method. The only way we can loan money in Canada is by a 
mortgage, a first mortgage on the farmer’s property. That is our security; 
that is our method! 

@. A person can do anything he wants to do with the money he borrows, 
I presume?—A. No, not altogether. We have certain limitations. We can pay 
his debts, assist him in purchasing land,.and assist him in agricultural pur- 
poses; burt we do not lend money to send a man to Florida for the winter, if 
that is a fair comparison. That is a thing we avoid. 


By Mr. Blackmore: 


Q. I would agree with you completely, but. would you not loan. a man 
money with which to buy a new tractor or combine?—A. Oh yes, that is an 
agricultural purpose; it is in our act, and we are allowed to lend money for 
that purpose. The Farm Improvement Loans Act was set up particularly for 
that purpose, but we can do it as well. 


By Mr. Johnson (Kindersley): 


Q. Is it the function of the board to establish a farm as an efficient unit? 
Is that the objective of the act?—-A. What do you mean by the establishment 
of a farm as an efficient unit? 

Q. It is obvious.—A. We are set up to assist a person to establish himself 
on a farm. It is expected of course,that he will be able, from his own re- 
sources, to assist himself to a degree. That is inherent in the 65 per cent 
limit a our loan. 

Q@. I can see where it differs from the Farmers Home Adwiniewaron 
Its function is to establish the farmer as an efficient unit—A. I think it is 
more along the line of the P.F.A.A. Ours would not assist the farmer in the 
sense that we give something that is not paid back. 


By Mr. Argue: 


Q@. Let us take the case of two farmers who come in and each one makes 
an application for a loan. Farmer A is a small farmer, a young man who is 
married and has a family, and certainly on the basis of social need he needs 
money. He appears in your judgment to be a fairly good risk. You are 
inclined to pass him. 

Then let us suppose another man comes in, Farmer B. He has a lot of 
money with two or three sections of land. He could go to any mortgage 
company for a farm loan, but it is a matter of choice with him, and he prefers 
to come to the Canadian Farm Loan Board and make application. There is no 
question in the mind of the Canadian Farm Loan Board that this man is an 
excellent risk. There is no doubt that, following an investigation, some money 
will be loaned to him in accordance with the purposes of the board. Does 
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farmer B who is less in need of money, and is perhaps a better risk, in the 
‘business sense than Farmer A—is he given a preference in respect to his 


application?—-A. No, he is not; and quite likely from your description of 
farmer B he would not get a loan from the Board. 

@. Do you want to go ahead? It is my information—and it could be wrong, 
but it is my information derived from personnel of the Canadian Farm Loan 
Board—that the main requirement, the governing factor, is whether the man 
is a good risk in the monetary sense or not, and that may or may not have 
been borne out by your statement a little while ago that you are in the 
mortgage business, and you have not the same purposes that they have in 
the United States. 

I am very pleased to hear you say that if a man comes in who obviously 
does not need a loan in the sense that he cannot get it in any other way, that 
it is the policy and practice of the board to turn such people down. I have 
been told that the board in fact, and the people who process the applications, 
in fact look at them in precisely the same way as a mortgage company would 
look at them, mainly from the standpoint of making a return on the investment. 
—A. No, that is not so. Our major purpose in our processing, when we approve 
a loan, is not for the purpose of making money. That is what you infer there, 
but it is not our major consideration whatsoever. As a matter of fact, I do not 
think it is ever considered. 

Q@. You are not interested in making any money. But you are interested in 
not losing any money?—A. We are interested in not losing any money, yes, 
“if we can avoid it. 


By Mr. Bennett (Grey North): 

Q. You do apply a second test, do you not? If farmer A has a farm which 
is worth $5,000 and you are willing to advance him up to 60 per cent you are 
still looking at his implements and his livestock to find out if he can make 
a go of that farm, even though that farm could be sold for $5,000 and your 
security would be safe. This is not a question. I am, rather, complaining 
that the Canadian Farm Loan Board is pretty conservative in granting loans 
under such a situation. Where the fellow needs money, and he has not got 
much in the way of cattle, hogs and farm equipment, I think that the Canadian 
Farm Loan Board could be a little bit more generous sometimes in the granting 
of a loan in such cases. The only question I have to ask is this: Is it true that 
you apply that second test? In other words, you are not going to grant money 
for a farmer who has no chance of making a go of it, because your first test 
is the security for the land, and secondly, whether he can make a go of it. 
I appeal to you that with farm income down and many farmers in need, I 
think that with respect to test No. 2 you might be a little bit more generous 
than you have been in the past. - 


By Mr. Carrick: 

Q. With respect to Mr. Argue’s farmer B, you said you would probably 
refuse that loan. Why?—-A. Because the man did not need the money. If the 
need for money was not a need for agricultural purposes, he would not get 
the loan. 


By Mr. Argue: 
Q. No. It was for agricultural purposes.—A. You said that he did not 
need the money. You said that he had a lot of money. 
Q. I am saying that he obviously wants some money for something or 
he would not go in and make an application. He already has three sections 
of land, and he is in the one per cent class of farmers who have large farms. 
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But there is a half section of land across the road and he wants to buy it. 
He has not got any cash, but he may be worth $100,000, or even more. He 
could go to the Huron and Erie Mortgage Company, or to any mortgage com- 
pany, but he thinks that the Canadian Farm Loan Board has a somewhat 
lower rate of interest, he likes their long amortization period, and he thinks 
that it is probably preferable, all other things being equal, to deal with a 
government agency. So he comes in and applies for a mortgage. In the case 
of a man like that, is his application likely to be approved, or is that man likely 
to be turned down because he could go somewhere else?—-A. I would have to 
know a whole lot more about that farmer and his farm. To try to put it 
in a certain category is almost impossible. We are lending on the basis 
of the farm, and the purpose of the loan, the money we lend, has got to be 
for agricultural purposes. 


Q. Surely!—A. If the man has a valuable farm, let us say one worth 
$10,000, and we appraised it at $10,000, upon an application for a loan of let 
us say $1,500, the chances are that the loan would go through if it was for 
agricultural purposes. But we are only talking about hypothetical cases and 
I do not see how I can answer you specifically without more details. 


The CHAIRMAN: Perhaps, Mr. Argue, you should ask Mr. Chester what 
the factors are which they consider in making loans? 


By Mr. Argue: 


Q. Yes.—A. In making a loan, our appraiser, who is probably the most ° 
important employee of the board, will give us a picture of that farm at the 
time that he gives us his appraisal, and if it is wrong, it is going to be wrong 
all down the line. Appraisals are made by the employees of the board. There 
are many factors which are taken into consideration such as the type of soil, 
and the crop records. Anything that has to do with the productivity of the 
land is always considered by these experieneed appraisers in’ assessing the 
value. Then there is the matter of the buildings; they are all included—and 
thus we arrive at a price. We know the district and we would have a report 
on the immediate district and we would know the comparability of the security 
that is being offered to us—how it compares with other farms in that district. 


By Mr. Quelch: 


Q. How do you apply that scale?—A. If you will kindly wait until I have 
finished, I would appreciate it, because I want to keep my trend of thought 
going. 

The CHAIRMAN: I am making a list of those who want to speak. I have 
Mr. Henderson, Mr. Quelch, and Mr. Michener. 


Mr. BENNETT (Grey North):I1 think it is significant that you. mentioned 
$100,000 for a western farmer. 


Mr. ARGUE: I did not say “western” farmer. 


Mr. BENNETT (Grey North): There is no farmer in my riding who comes 
close to $100,000. 


Mr. ArGuE: I did not even speak about your riding. There are corporation 
farms in eastern ridings. I am opposed to big farms wherever they are; but 
I am sure there are many big farms on the prairies. 


The CHAIRMAN: Let us get on with this. Let Mr. Chester finish his state- 
ment. 


The Witness: After we have a description of the security, the district, 
the soil, the buildings, and everything which comprises the physical security, 
then we have, as a rule, a personal report on the applicant for the loan which 
goes into some fair amount of detail: We have a record of his previous 
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/ . 
_ years’ production, a record of the five previous years’ production, we have 


a record of his cash receipts and cash expenditures during the preceding year; 
we have a list of his organization such as his livestock and his equipment; 
we have a list of all his current debts, and when they were incurred, and we 
have a pretty fair idea of his attitude towards debts. It is on these factors 
along with others that go with the loan business that we form the basis on 
which we arrive at whether the man is going to get a loan or not, or how 
much of a loan he is going to get if we so decide. 


By Mr. Henderson: 


@. One of the purposes for which we are here today is to find out why 
the loan should be 65 per cent of the appraised value of the land. My concern . 
has to do with the appraised value of the land, and up to that point we can 
get a loan up to 65 per cent. I was interested to hear you say that the 
appraiser was the most important person. -I would like to ask about this 
personnel and those whom you consider competent to do this work, because, 
as you have said, if they are wrong, in your own words, they are wrong all 
down the line. In my experience appraisals in most instances have been 
too low. What type of personnel do you employ as appraisers in the Canadian 
Farm Loan Board?—-A. Well, you are speaking of Ontario, I presume? 

Q. Yes—A. Well, if you are particularly referring to Ontario, our 
appraisers—I do not know how you would type them, but they are experienced 
in business. I am thinking of one appraiser at headquarters; he has been 
in the business practically all his life. We have several bachelors of science © 
in agriculture acting as appraisers. 

@. What other qualifications would they have beside that?—-A. They all 
have to have a farm background to begin with. I think that is most necessary; 
and many of them are experienced farmers. We also have a lot of part-time 
appraisers. 

@. You say they are mostly experienced farmers?—-A. Not necessarily. 
A man may have a lot of experience in the first 25 years of his life, and then 
go into the loan business for the next 25 years, and you would not call him 
a farmer at this stage; but all our appraisers without exception have a farm 
background and experience, as well as other qualifications. 

@. Do you mean that they farmed themselves?—A. Pretty well, yes. 

@. Some of these people have been in the department for a long time. 
Would they have any experience gained from working out in the field before 
they went into the department, or were they simply taken out of a certain 
category in the civil service and made appraisers?—A. I suppose you could 
say, about anybody who starts with us who is under 25 years of age, that his 
life work would be appraising. 

@. Yes. And when would these college graduates start appraising, 
following their graduation from agricultural school?—A. If you will tell me 
which one you are referring to, I will give you the answer. I cannot give 
you a general answer. We do not look to anybody as an appraiser who is 
too young; 27 or 28 is as low as we like to take them. é 

Q. Have any of these men had experience in real estate?—-A. Some have, 
yes. 

Q. Experience gained outside your department?—A. Yes. 

@. When they do their appraising—I am not talking about after it comes 
to you—but when they do their appraising, what are they to consider in order 
to appraise a farm properly?—A. I think I have outlined to you the security 
that we require. 

Q. Not security; the farm itself, and the value of it in the district in 
which it is situated; do they take into consideration the market value of that 
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farm?—A. It is taken into consideration. The appraiser puts in- his report 
what he considers to be ordinary sale value of the farm under Seon ents 
conditions. 

@. What do you mean by “ordinary dendiiens ?—-A. There are forced sale 
conditions. I am not talking about that sort of thing now, or of unusual 
conditions. I just mean ordinary conditions. 

@. Some farms in Mr. Huffman’s district are worth a great deal more 
money than they would be if they were located just outside of Ottawa. Would 
that be taken into consideration when they are determining their appraisal?— 
A. Are you referring to farms which are adjacent to a city? 

Q. No. I am referring to a farm in a particular area where it has a 

higher market value due to its geographical location than it would have 
elsewhere.—A. The loan must be repaid from the production of the farm, 
and if a man cannot produce sufficient to repay -our loan, then he cannot 
few exceptions, have gone up very rapidly, in some places much more so than in 
get a loan. The sales value of farms all across Canada, probably with very 
others; and in an area which is close to Toronto, for instance, there are farms 
which 20 years ago you could have bought for from $60 to $70 an acre, 
but today you would have to pay from $3,000 to $5,000 an acre. . 
We cannot take the real estate value into our appraised value because our 
act says that our appraised value must represent something on which we can 
lend, and it is the product of that farm on which we lend, from which we 
must get our repayment. 

@. Do they take your loan on the floor price as in a forced sale of that 
land?—-A. No, it is the productive value. These things are only of interest; 
the sales alae and forced sale are interesting, and we try to keep, fairly 
close because it shows the trend. But that is not the value on which we 
war It is productive value of the farm. 


. QUELCH: At a given price for the product? 


ste WITNESS: Oh yes. When products go up, then. the income goes up 
and the value of the farm goes up, if it goes up for that reason. 


By Mr. Henderson: 

Q. Taking all that into consideration, some people have bought farms 
when they were run down. It is an advantage to this country to build up 
such farms. But we cannot do that in one year. It takes time. Suppose a 
man wanted to purchase a farm in a district which is run down. How can 
you determine the purchase value of that farm? And yet it seems to me 
when he is going to get a loan I think it is more of an advantage to have 
flexibility than straight productivity. I would like to have your opinion on 
that?—-A. That farm you are referring to has not been operated for some time. 
With an abandoned farm-we would know the farm and the soil, and we would 
know about the surrounding farms and we would take that into consideration. 

Q. You would take that into consideration in helping him to get his loan? 
—A. Yes. 

Q. I was interested to hear about your appraisers. 


By Mr. Quelch: 

Q. I think that most of us who are familiar with farming conditions 
will agree that the main criticism we hear is that the board is too conserva- 
tive in its loan policies. I think Mr. Chester would agree that that is the 
charge that is probably made most often. I was interested in the description 
he gave of the basis upon which they established their loans. He mentioned 
a personal report. Where would that personal report come from? Do you 
go to the banks?—-A. It is made as a confidential enquiry. 
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@. You have a branch in each: province?—-A. Yes. 
@. Have you any advisory council or advisory body in the provinces, to 


_ consult with?—-A. We have loan committees in our branch offices which would 


pass on a loan. 

@. Do you not actually use several bodies to help you arrive at your 
conclusions? Do you not make use of the V.L.A.?—A. In what sense? 

@. For the purpose of making an appraisal?—A. Only where we cannot 
make them ourselves; that is when we use the V.L.A. appraisors, but only when 
we cannot make them ourselves with our own employees. 

Q. I asked you that. question because the main criticism—I think a lot 
of the V.L.A.—but my own criticism has always been that their appraisals 
are ridiculously low. I say that from personal experience gained over a 
number of years, and I have found that to be so for years. Many of them still 
appear to make their valuations on a pre-war basis and they fail to recognise 
the real value of a farm today in my part of the country. Does the same 
thing apply to the Board? Do you recognise what the value of the farm land 
is today? You gave a description, but do you take into consideration the 
marketable value of the land at the present time? 

Mr. BENNETT (Grey North): May I defend the V.L.A. for a dee minutes. 
Our V.L.A. appraisers, our field men, are sent down for courses of instruction. 
For example, a man from my own riding was down for four weeks last month. 
Efforts are made to keep them up to date, and I am proud of the appraisers 
under the V.L.A. Other departments use them. 

Mr. QUELCH: They are very safe! 

Mr. BENNETT (Grey North): I have not had one complaint since I became 
parliamentary assistant about the appraisals under the V.L.A. These people are 
given these courses, and I think they represent the best body of appraisers 
in our country. If Mr. Quelch has any cases of complaint, I wish he would 
bring them to our attention, because in all the branches of the Department 
of Veterans Affairs, I think that of the Veterans Land Act stands out. 


By Mr. Quelch: 

Q. I think it is an outstanding department, myself, but I do question 
the appraisals. They are very low. I have had case after case referred to 
me in the past several years in which I tried to obtain higher appraisals, but 
it could not be done. On the question-of their being too conservative, it is a 
fact that you maintain reserves considerably in excess of those required by law, 
do you not?—-A. With respect to reserve funds, we have the statutory reserve 
which was set up in the act, and which has a total somewhere in the neighbour- 
hood of $778,000, I think at the moment, but we have no use for this fund. 
We cannot charge losses to it nor make use of it in the ordinary accepted 
terms of reference with respect to losses. 

You will also see that under our act we are required to set up a reserve 
against losses. If that is what is meant by statutory requirements, then both 
of them are statutory requirements, because both are in the act; one is a clause 
in our act and the other is a requirement for the establishment of a reserve 
for future losses. 

@. But are they in excess of the statutory requirements?—A. I would say 
no, they are not in excess of the statutory requirements in the sense that I 
have just given you the statutory requirements. This is a: matter. of opinion 
about the reserves, whether they are too large or too small. 
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Q. Perhaps you would care to comment on this statement taken from 

the brief of the Canadian Federation of Agriculture on page 7, and I quote: 

In a recent report the Auditor-General noted that the Farm Loan 
Board is providing for reserves substantially in excess of the require- 
ments of the act under which it operates, and that nothing in the 
accounts pointed to the necessity for such reserves. Because of its 
relatively small volume of lending, its costs per joan are high. If the 
board were to discontinue setting aside its special provision for losses 
above the legal requirements, the interest rate could be reduced by 4 
of 1 per cent. If further, its present low volume of lending (less than 
$8 million in 1953-54) could be doubled or better, lowered costs would, 
no doubt, compensate for a further } of 1 per cent reduction in the 
interest rate. 

Would you agree with that statement? I presume it must. be a correct 
statement?—-A. Which statement are you referring to, the one which the 
auditor made? 

Q. This refers to the Auditor-General’s report. He says that the Farm Loan 
Board is providing for reserves substantially in excess of the requirements 
of the act under which it operates——A. Did you say legal requirements? 

Q@. They say: rates under the act.—A. But you have got two statements, . 
one from the Auditor-General, and one from the Canadian Federation of 
Agriculture. Have you our report? I think it should:be read. 

Q. If you are quoting what the Federation of Agriculture said, that is 
why I thought it would be better if they were here.—A. I shall now read to 
you what the Auditor General said, from page 7 of the report of the Canadian 
Farm Loan Board for the year ended March 31, 1954, as follows: 

The required reserve has been ciated, and at March 31, 1954 
amounted to $861,952. As well as this, the Board has followed the 
policy of making additional provisions against losses on loans computed, 
generally, at the rate of 4 of 1 per cent on the principal of the first 
mortgage loans outstanding as at the close of each fiscal year plus the 
total amount of retained earnings on second mortgage loans. At 
March 31, 1954, the remaining balance of these provisions was $2,292,089. 
Attention is drawn to the amount reserved because nothing noted . 
in the examination of the accounts pointed to a necessity for such 
a large reserve. It may be noted from the balance sheet. that as 
a result of the accumulated earnings to March 31, 1954, under 
Parts I and II of the Canadian Farm Loan Act, having been appropri- 
ated in full to the “Provision against Losses on Loans’, there 
is a deficiency in the Board’s surplus account in the amount of the 
accumulated loss of $5,295 under the Canadian Fishermen’s Loan Act. 

Mr. JOHNSTON (Bow River): Before we get too far away from what 
Mr. Bennett said— 


The CHAIRMAN: Mr. Johnston, you are further down on the list. The 
next one on the list is Mr. Michener. 


By Mr. Michener: 
Q. Before we adjourn I would like to ask a question arising out of what 
was just said. The interest rate was changed from 44 to 5 per cent on April 1, 
1952, according to your report, by parliament, and the rate is a statutory rate? 
—A. No, the only rate charged by us is determined by the Board and it is 
not a statutatory rate. 
Q. I wondered if you had made any estimate of what difference it would 
have made in your reserves or in dollars if the interest rate had been » 
continued at 43 per cent from April 1, 1952 down to the present time—that is 
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a period of about 4 years. Probably that is a question you cannot answer 

_ off-hand, but I would be interested if you could make some observation on 
_. the effect it would have had on the balance sheet of the board if the rate 
had not been increased by that half per cent over that four year period, in 
order to get some idea whether an ‘unneccessarily high rate was being charged 
to meet your operating expenses.—A. Our cost of Operation was 1°39 per cent 
of our investment in 1954-55. The cost of our money at that time also 
increased from 3 per cent to 3# per cent, so that while charging 5 per cent 
interest we were paying 33 per cent. Our margin for operating was less 
than our operating cost had been the previous, year, and also less than our 
average cost of 1°28 per cent for 25 years. 
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By Mr. Michener: 


Q. With this average cost you have established a reserve of how much?— 
A. In 25 years we have established $2,200,000 approximately. 

@. How much has the reserve increased in the past 4 years?—A. We will 
take 1955, that is 1954-55; our fiscal year-end is March 31 of each year, and 
this would be as at March 31, 1955. In 1954-55 we added to reserves $57,000 
and charged against reserves $1,140, so the difference is about $55,600, 
approximately. | 

@. Have you the figure at which your reserve stood on April 1, 1952?— 
| A. Yes. Would you like to do it in that way, and subtract them? : 

; Q. Yes.—A. 1952 is $2,031,749.42. 
Q. And today it is how much?—A. $2,349,258.39. 
Q. That is an increase of $318,000 in that period of four years?—A. Yes. 
@. And your cost experience has been fairly constant established at 1.39 
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per cent of money on loan?—A. Our average is 1-28 per cent; that goes for 


25 years, and last year it was 1-39 per cent. 
Q. And, of course, the difference between the rate you pay for money and 


the rate you charge on your loans is variable? I notice your report shows it 
would be 12 per cent different now?—A. That is right. 


Q@. So that you have } per cent over and above your average 25-year costs 
today; just about half of one per cent?—-A. 1-39 per cent against 1z per cent. 

@. Your average was 1-28 per cent over 25 years, you told me?—A. Yes, 
but that takes into consideration years when administration costs were much 
lower. Let us take the present time. 


Q. That is the average of the whole operation, 1-28 per cent?—-A. Yes, 
Q. And now operating at 1:75 per cent?—A. Yes. 


Mr. MIcHENER: Thank you. 


The CHarrMaNn: For after lunch I have Messers. Gour, Fraser, Johnston, 
Argue and Pallett, in that order, as wishing to speak. 


AFTERNOON SITTING 


3.30 p.m. 


The CHAIRMAN: Gentlemen, we now have a quorum and we might as well 
start. I believe the Conservatives have somebody they want to substitute on 
the steering committee. 

Mr. FRASER (Peterborough): Mr. John Charlton. 

The CHarirMAN: He will be there instead of Mr. Macdonnell. 

Mr. FRASER (Peterborough): That is right. | 

The CHAIRMAN: Mr. Benidickson from our party has to be away so Mr. 
Hollingworth will act on the steering committee. 

72336—3 
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Mr. Cameron (Nanaimo): Mr. Johnson will act in place of Mr. Stewart 4 


for us. 


/ 


By Mr. Fraser (Peterborough): 


i j 


Q. I would like to ask Mr. Chester how this farm loan act fits in with pro- 


vincial farm loan acts which some provinces have, and whether the elimination 
of some of the clauses in this bill is owing to the fact that you feel that second 
mortgages—with the ceiling raised to $15,000—that some of these farmers will 


not need second mortgages?—-A. In answer to your last question, the bill pro- | 


vides for the elimination of second mortgages. ; 

Q. I know that. That is why I asked if you-feel that on account of raising 
the loans up to $15,000 it is not necessary for a farrner to ask for a second 
mortgage.—A. The second mortgage that we administer has been a short term 


loan, a five-year loan. They have been at higher interest rates and it was man- 


datory to take as collateral a chattel mortgage with them. For these reasons 
they have been very objectionable. The farmers and borrowers have found many 
faults with them and objected to them many times. As far as our board is con- 
cerned we have to keep a separate set of accounts governing first mortgage loans 
and second mortgage loans. This was very cumbersome, and costly too. We feel 
that the borrower is going to benefit from the opportunity of having his loan 
placed on a first mortgage instead of making a division as between first and 
second and chattel. Does that answer your question? 


Mr. QUELCH: ~ What about Quebec? 


By Mr. Fraser (Peterborough): 

Q. With respect to that, do you have any regulations which prohibit a 
farmer from taking a second mortgage if he can get it some place else?—-A. Once 
he has his loan we have no prohibition, no control. From there on he can do 
as he pleases. If he can get a second mortgage or borrow on a chattel mort- 
gage, or anything of that kind, it is up to him. . ! 

Q. He is welcome to do so?—A,. Oh yes, once we have made our ioan. 

@. How does the federal farm loan act fit in with the provincial loans?— 
A. The difference as between the Ontario Junior Farm Loan Board? 

Q. Yes.—A. It has a different set-up again. You ‘know our set-up, and 
there is no use in my going into it again. — 

@. No.—A. The Ontario set-up is what they call the “Ontario Junior 
Farm Establishment: Loan Corporation”. They can only make loans to young 
farmers under the age of 35. I am not sure if it is up to 35 years or you 
have to be under 35, but, in any event, 35 is the limit. They must have 
three years residence in the province, with three years farming experience, 
“and must be able to become established as full time farmers. 

Their loans are secured by first mortgage only. They loan up to 80 per 
cent of the appraised agricultural value, and $15,000 is the loan limit. They 
have repayment terms of 25 years. 

They have two rates of interest; loans up to 20 years are at 4 per cent; 
loans from 20 to 25 years are at 44 per cent. 


Q. You mean it is 5 per cent all the way through?—A. 5 per cent? They . 


have two rates. 
The CHAIRMAN: Is there anything further? 


By Mr. Fraser (Peterborough): . 
Q. You said it was 4 per cent and 414 per cent for Ontario?—-A. 4 per cent 
if the loan is up to 20 years; and if the loan is for more than 20 years, it 
costs them 44 per cent. 
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Q. Another question is this: With the rate at 5 per cent is there any 


possibility that that could be reduced and you could still carry on with farm 
- loans?—-A. Our rate, you mean, the 5 per cent rate? 


~Q. Yes. Could it: be reduced to 44 per cent?—-A. In setting the interest 


‘rate I think there are many considerations which have to be gone into. I 
do not think you want to have a fluctuating rate. I think you want to look 
_forward, if you are going to reduce the interest rate—you want to look 


forward to a period-in which you can maintain that reduced interest rate. 
If you take a look at your investment at the time you consider the problem 
as to whether the interest rate should be lower or higher, you will find that 
one half of one per cent either way represents on our investment well over 


$200,000, and it is conceivable that you can lower the interest rates before 


you have that amount of money in service; but I think it is also necessary 
that you come reasonably close to having that amount of money available for 
the purpose. We have not got that amount of money available. 


Q. That is why you set it at 5 per cent?—A. The reason we increased — 
our rate to 5 per cent in 1952, I think it was? 


_ Q. Yes.—A. The reason was that we had been paying 3 per cent interest 
on borrowed funds, and then it went up, to 3? pér cent. This increased interest 
charge increased our costs by three-quarters of one per cent. But we only 
increased the cost to our borrowers by one-half of one per cent, so we absorbed 
the other one quarter of one per cent additional cost within the board. 

Q. You feel you have to work on a margin of one and one-half per cent?— 
A. That has been the historic margin of the board and I think it has been 
pretty well the historic margin in most lending institutions. 

Q. You went from 1929 to 1954, under that one and one half per bee 
A. It has been just exactly that; when we were lending at 64 per ent, our 
money cost us 5 per cent; and when we were lending at 5 per cent our money 
cost us 34 per cent; and when we were lending money at 44 per cent our 
money cost us 3 per cent. Uu until 1952 we always had a 14 per cent margin; 


~in 1952 we absorbed one-quarter of one per cent of the cost, and our margin 


was reduced to 14 per cent. There has since been that fluctuation in the cost 
of our money from three and three-quarters per cent down to three and 


one-eight per cent, and it is now up to three and a quarter per cent, ‘and we _ 


anticipate a further increase. 

Q. Despite the fact that you just got a one and one half per cent lee-way, 
you have had a surplus practically every year—A. The amount we put towards 
surplus or reserves in the last four years—the last three or four years—has 
been considerably less than one half of one per cent which we normally, as 
a practice, had put away towards reserve funds. 

Q. Thank you. 

The CHAIRMAN: Now, Mr. Johnston. 

t 
By Mr. Johnston (Bow River): 

Q. My question is a short one. I started to ask this question just before 
we rose at noon. What I wanted to ask the witness was a question in regard 
to the appraisers. You will note that Mr. Bennett was speaking about the 
appraisers that they used in the V.L.A. He stated that they have a refresher 
course every year so as to keep their appraisers more up to date. I wondered 
if the appraisers in the Canadian Farm Loan Board are given a refresher 
course, and, if so, when was the latest one was held.—A. The latest one was 
held in Woodstock last week. 

Q. Are they called in from all over Canada?—A. It is done by provinces; 
each provincial office administers the loans within that province, and these 
refreshers are generally in that province. 
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Q. You have a special refresher course for these appraisers?—A. That is 
what I said. 

@. Is there one given in each of the Beery provinces?—-A. There is one 
in Saskatchewan, either this week or the coming week, I am not sure which. 
In Manitoba, I believe they have had their appraisers in; I am certain about 
that. But let us put it this way: our appraiser season will open—depending on 
the weather—in western Canada about the middle of April or the first of May. 
And before the appraisal season begins there will be a meeting within each 
province of the appraisers with the branch office officials. 

@. Would the witness tell us briefly what type of course is given to these 
appraisers?-—A. Well— 2 

Q. What is the type of work that you outline for them, and what is the 
course of study and so on?—-A. You know, appraisal work is not an exact 
science. A great amount of judgment and a great deal of common sense goes 


into an appraiser’s work. Without that he is not going to make a good 


appraiser at any time, no matter what instruction you may give him now. 
The CHAIRMAN: In other words it is an “informed guess’’? 


The WITNESS: You are coming pretty close to it. It is a matter of opinion. 
One person’s opinion about the value of a farm will vary with that of another, 
even as between a husband and wife, or son. . 


By Mr. Johnston (Bow River): 


Q@. He does not attempt to enter into that does he?—-A: The instructions 
given to our appraisers are based on the experience of our branch managers 
and reviewing officers, the branch office employees of the board who are 
responsible for our loans. They have accumulated a tremendous amount of 
experience over a number of years. ‘There is no set school or agenda, if you 
want to call it that. It is not a school in the sense that you have certain 
questions to answer and you have to write an examination. It is a refresher 
in work that has been done during the past year, and certain individual cases 
are brought out and discussed, and when it is all over they have all refreshed 
their minds on the type of ork they should be doing. 

Q. It is a good-time meeting to discuss their problems?—A. I would not 
say it was any more a good-time meeting than this one. 


The CHAIRMAN: There is one thing I expected you to bring up, namely, 


the discussion we had before we actually started the questioning of this — 


witness. There is no doubt that it will not add anything to posterity, and I 
was wondering if we might instruct the reporter to start his transcription of 
our proceedings with the questioning of the witness. 


Mr. JOHNSON (Kindersley): Mr. Chairman, I think it is a necessary part 
of the meeting in making our decision. 


The CHAIRMAN: The committee has power to strike it out if it so wishes. 


Mr. FRASER (Peterborough): I do not think we should strike it out. It is 
part of the evidence and we should leave it in, just as you would in court. 


The CHAIRMAN: I am confident that posterity will get no benefit from it. 


Mr. CAMERON (Nanaimo): On that basis there would be very few reports 
from parliament. 


The CHAIRMAN: Now, Mr. Gour. 


By Mr. Gour (Russell): 
Q. Can you let us have the losses by provinces?—A. I do not appear to have 
that information with me but I can secure it for you. 
Q@. Thank you. I think we should have it.—A. Do you wish to have it 
this afternoon? 
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Q. Oh, later on will do.—A. We will bring it to the committee. 

Q. Very well. Now, I think most of you are familiar with this subject. 
I am talking about appraisers. I have nothing to say against your appraisers. 
Some of them are very nice people but I must say that some of the employ- 
ees of your board set the amount too low for the real value. I would say that 
happens in 75 per cent of the cases you have to deal with. 

I think I know, just as well as any man could know, the value of a farm. 
But the trouble is this; they will say that a building occupied by a firm of 
undertakers with a good house is worth $10,000; but if you put that same 
house in a small village they will say it is worth only $7,000; and if you 
should put it in Ottawa, near my riding, they will say it is worth $10,000 and 
they will lend $10,000 on that house. Therefore I understand you have to work 
on the revenue of the farm. Is that correct?—A. That is right. 

Q. But after all, you have to consider whether the farm could be, sold 
later, when some other farmer will get twice as much for it. I know that you 
have to depend on the person who seeks to borrow the money. I also know 
that sometimes a good farmer will never make a dollar; he may owe every- 
body; he may be a no-good, and lazy, and so on. 

From my own experience I have found that your appraisers about 75 
per cent of the time will appraise the farm at a figure at least 25 per cent 
less than it should be. You are setting the ceiling now at 65 per cent, but 


I would like to see it go to 75 per cent, and I would like to see us lend up to - 


80 per cent, because you are lending to city people at over 80 per cent on 
their houses. I hope you will raise the ceiling again, because we ought to 
keep our farms. You say that you are just practically close, but I would like to 
see in what part of the country your losses are suffered. That is all-——A. Prob- 
ably I should say this: that with regard to the buildings and the evaluating 
of buildings for loan purposes—the board is not allowed to value buildings 
at a greater amount in total than the value of the farm—the land. Is that 
clear? 

Mr. Gour (Russell): Yes. I am not speaking of the price of buildings, 
but, where there is a good building on a farm, they will insure it by fire 


- insurance, and on a good farm there will always be somebody working it. 


The WITNESS: Probably I should also say the difference between lending 
money in an urban centre and on a farm is that on a farm we must look 
for repayment of our loan from the farm and the products of the farm. It is 
entirely different from where a person is working for wages. 


By Mr. Carrick: 

Q@. I wish to ask a question or two about the appraisers. We hear from 
time to time about the difficulty in getting good people for that job in the 
civil service on account of competition in industry and other occupations. 
Do you suffer in that way at all in connection with your appraisers?—A. I will 
say we have not suffered in the quality of the appraisers we have been able 
to engage. I would say also that it is not easy to get good appraisers. As you 
suggest we are in competition with everybody who engages appraisers for 
farm purposes, and they are not a dime a dozen on the market. We have 
experienced some considerable difficulty in certain areas in getting men whom 


_we think would do the work satisfactorily. We try to gauge the salary we 


pay them to the salaries paid by other people who are hiring similar types 
of men. There no doubt about it that there is considerable competition, 
because there are not too many available, especially with experience. I 
would say that, in the case of 90. per cent of the men we employ, we really 
have to train them before they become first class appraisers. This is quite 
a problem; there is no question about that. 


72336—4 


y 


38 STANDING COMMITTEE 


Q. Apart from paying higher salaries, is there ‘anything which can be 
done to get a better type of appraiser?—-A. We have tried. I am wondering 
if you have any suggestion. 

Q. No; I was just wondering.—A. We have done everything we can to 
get the right type of appraiser. That is one thing we do; we try very earnestly. 
As I remarked this morning, if the appraiser is not right, we are not right all 
down the line, so we have to get a good type of man for that job. 


Q. You have mentioned a committee considering the applications for loans. 

I am not quite clear on that. Would you mind explaining what that committee 
does, and what stress they place upon the evaluation of the appraiser?—-A. The 
committee is within the branch office, and then, of course the loan application 
is dealt with again at. head office, before the loan is approved. Each branch 
manager, as I said before, has heen there for quite a number of years and has 
a lot of experience. He knows approximate values in various areas and also 
knows the individual appraisers. Some of our appraisers are inclined to be 
low and others are inclined to be high; some stress one thing and some stress 
another thing. All those things are considered at the time they are reviewed 
at the branch office with the benefit of the knowledge that the branch manager — 
and the members of his staff have of the gees Bn eeteers in their eeaploy: 
ment, by experience. 


@. So more information is brought to bear in aC Benin the appraised 
value of the land than just the appraisal report brought in | by the appraiser 
himself?—A. Oh, yes. 

The CHAIRMAN: I believe Mr. Cameron is next. 

Mr. JOHNSON (Kindersley): I thought Mr. Argue was next on the list. 

The CHAIRMAN: He has already been by-passed. 

Mr. JOHNSON (Kindersley): I will take his place. 

The CHAIRMAN: I think not. If you wish to be on the list I will put 
you on. 

Mr. JOHNSON (Kindersley): Am I not on it now? Where do I fit in?- 

The CHAIRMAN: Right at the end. 


By Mr. Cameron (Nanaimo): 

Q. Could Mr. Chester tell us on what basis the board sets its rate of 
putting aside reserves for losses? Is it on the basis of past experience of 
losses or is there an arbitrary percentage?—-A. We started with no reserve, of 
course, in 1929, and what we have now has been built up in 25 years. The broad 
principle in effect up until about two or three years ago was that we would . 
put about one half of one per cent of our investment into reserve. We have - 
not been able to do so for some time, and are not able to do that now. Last 
year, if my memory serves me correctly, it was $50,097 we put into the reserve. 
One half of one per cent of our investment is well over $200,000 which we are 
nowhere close to now. 

Q. What about your rate of loss experience?—A. We have lost in the 
neighbourhood of 2 of a million dollars. 

Q. I know you have a figure for the loss and total loan, but I do not now 
whether you can take that as your basis for the rate of loss. I suppose you > 
could over the period of the life of the board. There has been a ratio of - 
three-quarters of one per cent. 

The CHAIRMAN: It would be less than one per cent—about three-quarters 
of one per cent. 

Mr. CAMERON (Nanaimo): Yes. 

The WITNESS: Very close to it. 


BANKING AND COMMERCE ein, 39 


By Mr. Cameron (Nanaimo): 


Q. Well, I wonder Mr. Chester, in connection with that amount which you 
put aside for reserves for losses, you have on the top of page 2 in your state- 
ment that the interest rates have always been predicated on a competitive 
and self sustaining operation without the benefit of government subsidies. Now, 


has that affected the rate of interest that you have charged? Are those 


considerations; or have they been affected purely by your loss rates and the 
cost of funds?—A. I would say that the cost of funds is the biggest factor, 
and I would say that any prudent loaning organization should have a reserve. 
Now, it is a matter of opinion as to how much that reserve should be. 

Mr. CAMERON (Nanaimo): Thank you. That is all I have. 

The CHAIRMAN: Mr. Argue, you had some questions? 

Mr. ARGUE: I will ask (Hem at another time. I relinquish my place to 
Mr. Johnson. 

The CHAIRMAN: He is well down on the list. Mr. Pallett. 


By Mr. Pallett: 

Q. I have a series of questions. First of all, could we be told how many 
applications were processed by the board, and how many of the applications 
received resulted in loans being granted?—-A. For when and where? 

@. For the last year?—A. 1955, and for where?’ 

Q. For everywhere?—A. For Canada? 

Q. Yes. 

The CHAIRMAN: The number of applications and the number of granted? 


By Mr. Pallett: . 

Q@. Yes—A. During our fiscal year ending March 31, 1955, we received 
4,193 applications and we made 2,145 loans. Is that the information you wish? 

Q@. Yes. 

Mr. ARGUE: What is an application? At what point do you count it an 
application? 

Mr. PALLETT: Would you wait until Iam finished? I think I can carry 
on with this all right. 


By Mr. Pallett: 

@. What is the explanation for the small percentage of loans granted? 
In each application, I gather you took a $10 valuation fee, and some 2,700 
loans were rejected. Does not that seem to be a pretty high percentage of 
rejections? I understand that is a complete rejection?—-A. Well, of course, 
they are rejected in this sense, that we do not proceed with their application. 
Many of those are not even elegible. Many people do not even own their 
farms to begin with and have no intention of buying them. Many of them 
cannot provide a mortgage. There are many, many reasons why these applica- 
tions should never have come to us in the first place. 

-Q. They would be filed at your own office with your own representatives? 
—A. Yes. 

Q. And before they would be considered, an application would be com- 
pleted in your office?—-A. No, no. You mean in a personal interview? 

Q. Or some forms completed.—A. When a person wants a loan through 
us they write our office and we send an application form. It is returned 
to us sometimes with the $10 fee, and sometimes without it. If it is an 
application, it has the $10 fee; it-is not considered if it does not. Amongst. 
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those are this large group—I do not have the breakdown—who are not even 


eligible for a loan under the act. We do not consider we can vary that result © | 


too greatly. 

Q. So that we might get the record straight, you said Pers were 4,193 
applications and 2,145 loans granted?—A. Yes. . 

Q. So that it is less than 50 per cent that were stated? ae Yes. 
Probably it might be well to give you the trend of that. Would you like that 
over the years? 

Q. Yes.—A. This is loan applications received and loans approved. From 
1929 to 1952, 39-4 per cent of our applications turned into loans; from 1952 
to 1955, 424 per cent of our applications turned into loans; in the year 1955, 
43-8 per cent of our applications turned into loans. 

Q. Do I understand the $10 was taken on all these applications which 
never resulted in a loan?—A. Only if an appraisal was made. 

Q. I thought you said it was not considered an application unless the $10 
accompanied it?—-A. If he made out a formal application form with the $10, 
it is an application. And if we do not make an appraisal we return the $10. 
If we do make an appraisal, whether a loan is made or not, we retain the 
$10. Probably at the same time I might give you an idea of the trend in the 
size of loans. This is by five-year periods: 1930, $2,200; 1935, $1,700; 1940, 
$1,800; 1945, $2,300; 1950, $2,600; 1955, $3,800. Those are only averages and 
do not mean very much, but they show a trend, that is all. 

@. I have some further questions. You mentioned, in explaining the 
basis for your loans, the repayment possibility of the farm. What factors 
cdo you use in determining that? Do you take the income earned off that 
farm for the previous year, the current year, or on what basis is it taken?— 
A. We have crop records for the area and we can anticipate what should be 
taken off by an average operator. 

Q. It is based on an average of the area as much as on that individual 
farm?—A. No. The average of the area, of course, has some importance; but 
the individual farm is what we are loaning on in the area. 

@. There is one further question. Supposing income tax had not been 
paid by the board over the years, have you any figures to show what you 
would have in reserve at the present time?—-A. We would have the amount 
of income tax we have paid. It is fairly substantial. 

Q. Would you make that figure available to the committee?—A. Yes. 
We have paid $214,142 corporation income tax up until March 31, 1955. 

Q. Over what period?—-A. 1952, I believe, when we started; about 3 years. 

Q. Are you able to give us a rough breakdown of the type of farms which 
represent the majority on which loans are given—mixed farming, grain farms 
or what?—-A. That depends on the area. 

Q. There is no preponderance of any one type of farm obtaining loans? 
—A. In Saskatchewan, yes, grain farms; in Ontario, yes, mixed farms or dairy 
farms. It depends on the locality entirely. I do not think we have invested 
any overwhelming amount in any one type of farming; I am sure we have not 
—it is well spread around. 

Q. Do you have any table which indicates today what the average invest- 


ment is to start an average farm? Is the board aware of that? Has the ~— 


board any figures to show what it would cost a person to set up the average 
farm today?—A. I have heard a lot of figures and I would think you could 
get as many estimates as there are people who give them. I think the only 
guide I would have to that is what is the average value of farms in the 
province. 

The CHAIRMAN: That figure is very meaningless. 


Mr. PALLeTT: It is quite meaningful. 
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By Mr. Pallett: 
Q@. For example, on what do you base your figure of $15,000 maximum 
as being enough?—A. Are you particularly interested in Ontario? 
Q@. Take Ontario.—A. The average value of farms and buildings in Ontario 
—and this comes from the Dominion Bureau of Statistics, and as I understand 
it those figures are voluntary figures given by owners of farms, somebody might 
correct me if I am wrong there—the average value of a farm in Ontario, 
including land and buildings, is $9,467. 
Mr. BLACKMORE: Excluding machinery? 
The WITNESs: The farm. 
Mr. PALLETT: That is real estate? 
The WITNEssS: Yes. 
Mr. ARGUE: Would you give me some averages for other provinces— 
Saskatchewan? 
. The WITNESS: $10,560. 
Mr. ARGUE: About the same size as Ontario? 
The WITNESS: Very close. 


By Mr. Pallett: 


Q. Do your figures go further and say what size is the average farm in 
Ontario in. your figure of $9,000 which. you are suggesting?—-A. The average 
farm acreage in Ontario—these are 1951 figures; there has not been a census 
since then—139-2 acres. 

@. 139-2 acres is the average farm valued at $9,000?—A. $9,467. Those 
are Dominion Bureau of Statistics figures. 

Q. This is 1956. How much have your appraisers shown that land is 
increasing, and the value of farms is increasing since 1951 in Ontario?— 
A. I would say that many appraisals that have come across my desk would 
indicate to me that the increased appraisal value of a great number of farms 
—I am not going to say all farms, but by far the large proportion—would run 


_ about 50 per cent in the last several years. 


By Mr. Carrick: 

@. Would those D.B.S. figures be market value?—A. They are not a great 
deal of use. They are certainly market value, given by the person who owns 
the farm; the figure at which he can sell it. I would say they are high figures 
for the average for loaning purposes. 

@. They are not comparable to the prices at which you would value them? 
—A. No. 


By Mr. Pallett: 

Q. You would say, roughly, for loaning purposes, the average farm in 
Ontario today is worth about $13,500? I am adding 50 per cent to your figure. 
—A. No. I said we have increased our appraised value by 50 per cent. 

Mr. CAMERON (Nanaimo): It-comes to the same thing. 

The WItTNEss: No. We do not use the $9,400. 


By Mr. Pallett: 


Q. What do your figures from your own board then show that the average 
farm is valued at on the loans you have processed in the last year—take your 
own figures. Your application shows the values of the farms at which the 
farmers have valued them?—A. I think that when you get into averages you 
are getting into dangerous ground. If I quote averages to you it does not 
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mean very much. We want to take individual farms. We will discuss any 
individual farm, or combinations of farms, but I think it is very dangerous 
for us to start talking about averages, for loaning purposes. 


The CHAIRMAN: I think you have established your point, Mr. Pallett. 


By Mr. Pallett: 

Q. Are there some farms in Ontario that are Dalied nonsiderab is in excess 
of $25,000?—A. Let us put it this way: per acre we have some very high priced 
land in Ontario. 

Q. Based on production?—A. All our values have to besbased on produc- 
tion, yes. 

Q. Am I correct in saying actually the $15,000 today in many instances 
would not represent 65 per cent of the lending value or the borrowing value 
of many farms in Ontario?—A. That might be; I would not like to say it would 
be a large proportion of the farms in Ontario. 

Q. But a substantial proportion?—A. In a certain limited area. 

Q. So that the effect of this $15,000 limitation would preclude a substantial 
number from borrowing 65 per cent of the value of the farm?—A. I would 
not think so. When you get to 65 per cent and $15,000, you are getting pretty 
close to a $24,000 farm that we can loan on; that takes in a lot of farms in 
Ontario, as well as any place else. : 


Mr. ARGUE: Probably 98 per cent. 


By Mr. Fraser (St. John’s East): 

Q. Could I refer to page 1 of your statement. I see there in the first para- 
graph, in the last sentence, “The Canadian Farm Loan Board maintains a branch 
office responsible for the processing of all loans in each province excepting New- 
foundland.” I would like to ask Mr. Chester where an applicant from New- 
foundland would apply? Would it be to Ottawa?—A. Yes. 

Q. Have many applications been received from Newfoundland for loans; 
have there been any at all?—-A. Yes. We have received very, very few in 
number, and we have approved one loan. 

Q. I notice in the report that no loans were sohaed for 1955?—A. That 
is right. We have only had one loan approved since Confederation. 


By Mr. Fairey: 

Q. I wish to follow along on Mr. Johnson’s remark about the training of 
appraisers. It seems to me the key to the whole question in any company in 
the matter has been the skill of the appraiser or assessor. Would you agree 
it would be of value to have a proper syllabus of training drawn up for the 
appraisers as they do for the work under the Veterans Land Act. We found, 
on the municipal and provincial level, in order to achieve an evenness of 
appraisal, it has been necessary to get them together and train them in ap- 
praisal technique. Would that not be something for your board to con- 
sider?—-A. Yes. It might be a very good suggestion. As a matter of fact it 
is a problem which I have been wrestling with for some months. 


The CHAIRMAN: Now, Mr. Charlton. 


By Mr. Charlton: 
Q. Mr. Chester, I take it that many of your appraisers are part-time men, 
is that not true?—A. What part of the country are you speaking about? | 
Q@. Any part; your appraisers are not all full-time employees?—A. No. Are 
you referring to Ontario? 
Q. Many of your appraisers are part-time employees?—A. Some are, yes. 
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Q. Many of your appraisers are included among the 123 permanent em- 
ployees?—-A. Permanent appraisers are, but not the part-time appraisers? 

Q. That is what I am trying to get at. You said you had 123 employees 
as of now?—A. Yes. 

@. How many full-time appraisers do you employ? I mean how many 
do you employ full-time? A. We have 19 full-time appraisers, and 2 seasonal 
appraisers who work from the opening of the season to the end of the season; 
then we have 36 part-time men, making a total of 57. | 

Q. I take it that your 19 full-time appraisers would be only road inspec- 
tors going around with the part-time appraisers in their duties?—-A. This 
varies from province to province depending on the volume of business that 
is available to us. In a province where we have a fairly substantial amount 
of business we have districts, and these full-time men are district appraisers. 
They take care of the area, while the part-time men—or some of them—will 
work in that area; but with the full-time men employed, their responsibility is 
for that division of the province. : 

Q. In other words he has to check every appraisal made by the part-time 
men?—A, No, no, That would be impossible! But he goes with, he accompan- 
ies, the part-time man, probably for seven or eight appraisals, and then he 
will leave him on his own for a while, and then come back. with him and 
give him further instruction. 


By Mr. Johnston (Bow River): 


Q. That is not given in .a course?—A. No, not a course, but we havea 
refresher for the full-time men. We have complete control of the part-time 
men’s work. . 

Q. I thought that you said that you called all the appraisers in from a 
certain locality —A. Yes, that is right. 

Q@. Not just the leaders?—-A. We call the permanent men of the board in, 
and we often call an individual part-time man in and give him individual 
instruction. 

@. You do not have any definite course, such as Mr. Fairey pointed out 
that he thought you probably should have?—A. They have a definite course 
within the branch office and it is organized with a printed syllabus which is 
made up there. . ; 

Q. Do you happen to have one?—A. If you call any instruction which is 
on an agenda a syllabus, it is done within the branch, individually within the 
provinces. They know the conditions within that province and they are 
responsible for the loans that are made there, and for everything that the 
appraiser does. 


The CHAIRMAN: It is really Mr. Charlton who is having his day in court. 


By Mr. Charlton: 


@. Thank you, Mr. Chairman. I take it that the 19 full-time appraisers 
have been reduced considerably over the past few years. You say that you 
had 178 employees in 1940. Are these employees now reduced from 178 to © 
123—are they full-time appraisers, office staff, or what?—-A. Most of the reduc- 
tion has been in office staff. This is pretty close to the average for the past 
several years of the number of full-time appraisers we have in our employ. 

Q. I am trying to get at the reason for the delay in the processing of 
these loans from the application stage to the appraisal stage, and to when the 
money is actually received—A. Well, all I can say about that is that it is a 
problem of administration that is facing us every day in the year, and we are 
trying to do the best we can with it. Sometimes we are a little disappointed, 
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and we have to make certain corrections, as you can understand, in our admin- 
istration. But you must also bear this in mind: that every loan which we 
make goes through several hands from the time the appraiser makes his 
appraisal until the loan is approved. That is our responsibility and that is 
what we are looking at all the time, and we try to keep that time to a minimum 
so far as possible. 

But from there on, you have to deal with the eee with the insurance 
agent, with his creditors, with his lawyer who is disbursing the loan, with the 
municipality in regard to taxes; you have to deal with the title and the registry, 
and there are many and various people who come into it over whom we have 
no control. 

We get the blame, I.am sure, for a good deal of delay after the loan is 
approved, with which we have nothing to do, and the blame is not ours what- 
soever. We have to have co-operation between all these people, otherwise 
there will be delays, and when we see an individual case being delayed we try 
to get on to it and help it along as much as we can. But we do have to have 
the co-operation of many people outside of our board ‘after the loan has been 
approved in order to expedite the disbursement of the loan, and that is where 
you get delays. 

Q. You do not have your own lawyers recess mortgages or searching 
titles? You depend on part-time employees for that?—-A. We have a 
lawyer in our department in the Toronto branch office, and we have one in 
Quebec; other than that it is done by agents. 

Q. You are actually, in effect, a profit organization? —A. A profit organiza- 
tion. | 
Q. Yes, a profit organization!—A. If, having had a surplus, after being in 
operation is a profit, then we are a profit- making organization, but that is 
not fundamental to what we are out to do. 

Q. I did not have that idea of the Farm Loan Board, and I was rather 
surprised that you are actually paying as much as you are in the way of 
income tax, because, after all, I thought this was intended to help the farmers, 
not intended to make money. You say that 75 per cent of your cost is in salaries 
or wages?—A. That is right. 

Q. You have proven by your report that you are processing more loans now 
with 55 less employees than you did back in 1940?—A. Yes. 

@. So your costs are going down per loan, as they should be?—A. If 
wages had not gone up, I would agree with you; but you have a factor in 
there of advancing wages. 

@. But the number of loans is increasing too?—A. That is right. 

@. And that should take up your increases in wages. And when there are 
very many less employees you are showing a margin of 1-39 per cent, and 
you are charging the country 34 per cent, making a total of 4-64 per cent, 
and you are charging 5 per cent. sen, loans do not anyways nearly take up that 


difference, and naturally so, or you would not be making a profit. You gave us 


some DBS. figures on the average price of farms, and your figure was $67 
per acre, Do you use that figure in valuating farms at all?—A. In no way 
whatsoever. 

@. Do your appraisers use the assessed value for municipal taxes?—A. In 
no way whatsoever! 

@. They are instructed not to?—A. They do not need such instructions; 
they just did not do it.. They would not be with us long if they did. 

Q. I do not have this as first hand information, but I am told that many, 
many applicants have been refused when the valuation was above the assessed 
value of the farm.—A. All I can say to you is that I doubt if ict is pos- 
sible. 
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Q. Anyone who has ever come to me has had as his main complaint that 


| the appraisers have taken too much of his valuation from the assessed value 


of his property.—A. He has been reading the newspapers, I am afraid. 

Q. These people, in odd cases, have had trouble in trying to get loans and 
that was the reason for it—A. You will find many people can give many 
reasons why they did not get a loan. © hs 

Q. That is very true. I have found that out in my own experience; but 
at the same time I do not know of the odd case where it has been correct.— 
A. As far as this is concerned, it is impossible for it to be correct.’ 

Q@. There is no assessed value which is considered whatever?—A. On any 
property which our appraisers value, the assessed value has no value what- 
soever to us. 

Mr. ARGUE: Would you please give us your formula for arriving at the 


~ assessed value? 


The CHAIRMAN: Please let each member have his day in court. 


By Mr. Charlton: | 

Q. It is just based on the earning power of the farm?—A. That is right, 
on the productive capacity of the farm. 

Q. As I understand it, the buildings cannot be valued at more than the 
land?—A. That is right. | 

Q. No matter how good the house or buildings are, that is not taken into 
consideration unless the land is of a similar value.—A. Well, let us put it 
this way; we value the land this way; add to that the value of the buildings and 
in the net result, our final valuation must still be the productive value of that 
farm.. 

Suppose you put a brick factory worth $100,000 on that farm, that is not 
going to increase the productive value of the farm whatsoever. I could put 
it another way: a man may have an acre or two of land, may be classified as 
a farmer because he has an acre of green-houses, but he would not get a loan 
on the basis of the value of his green-houses. 

Q. Yes, and, by the same token, if a man had ten acres he could be 
producing hogs with practically no land at all. But you would say there was 
no capacity to that farm?—A. I think that would be bordering on a business, 
would it not? 

Q. It is still a farm. He may be buying a lot of his feed, but he still has 
earning capacity.—A. It is the earning capacity of the land for agricultural 
purposes. | 

The CHAIRMAN: You would not grant a loan for a couple of acres of 
rock where they happened to have a chicken farm? 


The WITNESS: No. 


By Mr. Charlton: 

Q. You do not take that into consideration at all—A. What? 

Q. If he had a wonderful barn, and let us say he is producing 1,000 hogs.— 
A. All that is taken into consideration; if he has a barn valued at $25,000, and 
the farm is valued at $5,000, we would not value the farm at $30,000. Another 
farmer may have the same operation and is able to achieve the same result 
with a $4,000 barn. 

Q. Maybe the $4,000 barn would not hold 200 hogs.—A. I think probably 
it might. | 

Q. Very well. 
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By Mr. Richardson: 


Q. My question has. been anticipated already, but it does seem He me 
that one of the very important things is the appraisal. Might I ask Mr. Chester 
if there is any syllabus or manual of instruction whereby there are certain 
principles recognized as standard and uniform throughout the ‘country, and 
others in which an area of discretion may be available for the appraisers?— 
A. We have instructions to appraisers laid down. It is a volume of this. size 
indicating type closely, and it goes into detail with respect to the types of 
land, the types of soil, undulating, rolling, stoney, etc., as far ‘as ‘the actual 
soil is concerned; and it goes into the value of buildings, and it goes into the 
value of crop averages, and P.F.A.A. assistance in the west, and into the 
records of the area; all those things are considered. I think it is far more 
important that an appraiser use his head than go too much by the book, 
because he can get into an awful lot of trouble. 


By Mr. Johnston (Kindersley): 


Q. Mr. Chester, does the board cover its operational and administrative 
expenses from the percentage difference between _the cost of the funds and the 
interest rate which is charged to the borrower?—A. That is right. 

Q. By that token, there would be constant pressure imposed to keep your 
administrative costs at a minimum, and in addition to that to induce you to 
make a loan where there is a marginal risk?—A. I do not know what you | 
mean by “constant pressure’; there is no pressure placed upon me. 

@. If you only have one and one-half per cent to operate on, you cannot 
take much in the way of marginal xisks and keep on making your one and 
one-half per cent?—-A. I do not know that we are called upon to take undue 
risks, where it is almost a forgone conclusion that we will lose money before 
we take them. I do not think that is the work of any person who is trying 
to administer this board. 

Q. I would compare that with the Farmers mone Administration in the 
United States where the funds for it come from a direct contribution from the 
government, and therefore are not hinged on a limitation of a one and one- 
half per cent interest rate, and where they use the principle that they want 
to establish the farmer as an economic unit, and where there appears to be 
stress on the independence of the farmer said his chance of. success. Is that 
not a conclusion?—-A. Are you making a statement or asking me a question? 
I cannot tell you because I do not know how the federal F.H.A. operates. 

Q. You mean the Farmers Home Administration?—A. The Farmers Home 
Administration; I cannot tell you how they operate. 

Q. I think it is surprising that the chairman of a board operating in 
Canada has by its own admission said that he knows nothing about the Farmers 
Home Administration in the United States. 


The CHAIRMAN: That is an unfair statement. It puts me in exactly the 
same category. 


By Mr. Johnson (Kindersley): 

Q. If there is objection raised by members of the government to my — 
statement— 

Mr. RIcHARDSON: Not by members of the government, but by members of 
this committee. I object to it as well. 

Mr. JOHNSON (Kindersley): I submit that we shoul’ be in a position to 
compare this with other systems in operation in other areas if we are to 
make this a proper credit administration. 


| 
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The CHAIRMAN: I point out that the terms of reference to this committee 
are to consider the amendments before it and not to make recommendations 
concerning new types of legislation. The proper place to bring that up is in 
the House of Commons. 


By Mr. Johnson (Kindersley): 


Q. It has already been brought out in the House of Commons that the 
Farmers Home Administration makes its loans on a basis of 100 per cent of 
the appraised value, while ours is to be 65 per cent.—A: I think I should 
interject that I told you this morning the only comparable government sponsored 
organization in the United States that we may be compared with is the Federal 
Land Banks, and I gave you information in regard to them. 

Q. The ‘Royal Commission on Agriculture and Rural Life in Saskatch- 
ewan put this on the agenda of their, report on agricultural credit, and I 
would recommend to the chairman of the board that he read it because it 
certainly ties in with the Farmers Home Administration very closely and wat 
that of the Canadian Farm Loan Board. 

But I am concerned with the fact that we have to operate within 13 per 
cent margin which means that you have a maximum of efficiency within the 
operation of the board, but you will have the minimum number of appraisers, 
and that perhaps results in what Mr. Charlton has said, that there would be 
delay in making appraisals after the application has been made; and realiz- 
ing how farms come up for re-sale, there cannot be too much drag between 
the time the supply of farm credit comes into operation and until they take 
hold, because the farm will. in many instances be bought by someone else. 
I think the board would approve it if they operated on a different basis so 
they would not be tied down to 14 per cent and could have a larger staff of 
appraisers in order to do the job efficiently. 


The CHAIRMAN: You are discussing an entirely new form of legislation— 
you are suggesting that we should have a different form of legislation. Surely 
it is not relevant to this committee, to bring in a recommendation with refer- 


ence to new legislation. 


Mr. JOHNSON (Kindersley): We do not need to make it completely new. 

The CHAIRMAN: You are arguing for an entirely new type of legislation, 
for subsidized loans, and I shall have to rule you out of order in discussing 
that type of thing, because we are not here to discuss something that you 
would prefer instead of this bill. ! 

Mr. JOHNSON (Kindersley): If you have any modification to make now? 

The CHAIRMAN: This is not a modification in the act. 

Mr. JOHNSON (Kindersley): I will let that go for now, but this problem 
came up concerning the qualification of the appraisers, and it is an interesting 
one. On the basis of your farm experience, Mr. Chester, would you feel 
qualified to go out and appraise a farm and put a valuation on it? 

The WITNEsS: That is a hard question to answer. I suppose anybody could 
put a valuation on a farm, but whether it would be acceptable or not, I do 
not know. 

Q. You would have to put it with reasonable accuracy. Do you think you 
could do that on the basis of your farm experience?—A. If I saw a valuation 
put on it by somebody else, I think I could come pretty close to saying whether 
it was a proper valuation or not. 

@. They have a responsibility to put a value on a farm without seeing 
someone else’s figures. You say they pay no attention to the assessed value? 

The CHAIRMAN: Obviously, how could they. Surely you know it has no 
relation to the actual value and that it varies in almost every municipality. 
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By Mr. Johnson (Kindersley): 


Q. That is something we can argue at a later stage. I was coming to the 


statement that Mr. Chester made that appraising is not an exact science, and 
if appraising is not an exact science, how can someone ‘put an appraisal on land 
in a western province and compare it with an appraisal in another province, 
and say whether it is burned out, or heavy clay, or light clay, without having 
technical knowledge of the soil of that area?—-A. There are soil maps which 
are available. 

Q. They cover a range anywhere from 4 to 5 sections. paca The maps we 
see cover every section and quarter section, if you are referring to Saskatchewan. 

@. You base your assessment on the sul survey made by, the university in 
the province of Saskatchewan there?—A. No; it is part of the factors that are 
considered, but only a part. 

Q. What chart do your field men follow when assessing a quarter “enter: in 
Saskatchewan?—-A. What do you mean? 

Q. They must have some pattern to go by, some standardized form to fill 
in on each quarter section that they are appraising.—A. I do not know what 
you are referring to. When a man appraises a farm, if it is a quarter section, 
he goes over it and takes a soil test in various parts of that quarter section, 
and he makes notes as he goes along, and makes a report later. 

Q. How many test holes does he put down in a quarter section?—-A. Oh, it 
would depend a great deal on the likelihood of a change in the soil conditions. 
He would probably put down many if there are changed: conditions. 


Q@. How deep would those test holes go?—-A. They are only for the top’ 


soil and subsoil; they would go down about a foot. 

Q. In our area a lot of the factors which determine the productivity of 
the soil are much deeper than a foot; but coming back to that same problem; 
you have 123 on your staff, and one of the limitations might be that of the 
area which the appraisers have to cover. Could you provide us with informa- 
tion as to the area for which each appraiser is responsible and the name of 
the appraiser responsible for these territories?—A. It is Saskatchewan, I 
presume, that you are takling about? 

Q. Yes.—A. We have five districts in Saskatchewan. 

Q. What areas are they responsible for?—-A. They follow the rivers; and 
they follow other things. I have not got the diagram here. There are two 
south of the Saskatchewan river and the Qu’Appelle river and there is one in 
the northwest of Saskatchewan, the eastern boundary of which is slightly west 
of Saskatoon; and there is a central area comprising northeastern Saskatchewan; 
and then there is a central area between there and the Qu’Appelle river. 

Q. Who are these assessors and what are their qualifications? 

The CHAIRMAN: Excuse me. I have a private bill which comes on at 
5.00 o’clock in the house, and if you will excuse me I shall go now, but I will 
come back for the meeting of the steering committee. Will Mr. Valois, the 
vice-chairman, please take the chair while I am away? a 

Mr. FRASER (Peterborough): We are to carry on until 5.00 o’clock? 

The CHAIRMAN: Yes. 


Mr. MIcHENER: Could we not adjourn at this time? We probably will not 
finish with this witness today, and some of the rest of us want to be in the 
House too. 


The CHAIRMAN: The steering committee has a meeting at 5.00 o’clock. 

Mr. MicHENER: They could come back here. 

The CHAIRMAN: This meeting will be adjourning at 5.00 o’clock anyway. 
' (Mr. Valois took the Chair). 

Mr. MIcHENER: I move that we adjourn now! 
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Mr. JOHNSON (Kindersley): I have one little question. Can Mr. Chester 
provide us with a list of the names and qualifications of the appraisers in the 
three western provinces? That is all. 

Mr. Tucker: Mr. Chairman! 


The AcTING CHAIRMAN: The chairman has been calling the names of 
members from a list, but I do not see any names on the list now. 


Mr. ARGUE: We have a motion to adjourn. 


Mr. TUCKER: I just wish to ask you a couple of questions and I would 
extend that courtesy to any other member of the Opposition. 

Mr. ARGUE: The member for Rosthern is always complaining. 

Mr. Tucker: If ever there was a wailer in the House of Commons it is 
the hon. member for Assiniboia. Everybody will bear me out that there is 
no greater wailer and crier in the House of Commons than the member for 
Assiniboia. 

Mr. ARGUE: The member for Rosthern knows the rules, and he knows that 
a motion to adjourn is not debatable. But instead of that he insists upon asking 
questions. Put the question, Mr. Chairman. 

Mr. Tucker: I said that I would extend the courtesy of asking a couple 
of questions to any member of the Opposition. The hon. member for Assiniboia 
has said there was no greater crier and whiner than myself in the House of 
Commons. That shows how vindictive a man he is. There was no reason 
for his making that statement. 

The AcTING CHAIRMAN: Will you please allow me? 

Mr. Tucker: All I asked for was the indulgence of asking a couple of 
questions. But the CCF party objected to my asking those questions and 
insisted on an adjournment. If you want to put the motion to adjourn, that 
is all. 

The ACTING CHAIRMAN: I am afraid that I am bound by the procedure 
that a motion to adjourn is not debatable. 

Mr. MIcHENER: I moved that motion to adjourn on the basis that we would 
not be finished with this witness today, but if Mr. Tucker thinks that he will 
be able to finish in a couple of minutes, then I withdraw my motion. 

Mr. TucKER: I would ask the indulgence of the committee to ask a 
couple of questions. The questions I wanted to ask were these: it may be that 
Mr. Chester has not got the answers here, but I think he will be able to get 
them. I] wonder what the average appraised value was by provinces, during 
the year ending March 31, 1955, and the loans actually made during that 
period of the appraised value; the average appraised values by provinces, and 
then the average loans by provinces during that period; and then I wondered 


- if this information had been given already; it may have been; but I wondered 


if Mr. Chester could give us the number of loans by provinces that were over 
$9,500 during that year. Those are the questions I wanted to ask. 

The WITNESS: The number of loans? 

Mr. TUCKER: Over $9,500 made during this period by provinces; and the 
reason for the question is this: the maximum now is $10,000, and it is being 
increased, and I wondered in how many cases you were approaching the limit 
in each province. 

' The WITNESS: We will have to get that information for you. 

The ACTING CHAIRMAN: I would like to ask the members of the committee 
if they feel that they want to have the discussion which just took place deleted 
from the record or left so that everybody will see it? 

Mr. JOHNSTON (Bow River): No, not if you start to delete certain parts. 
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The ACTING CHAIRMAN: I agree with you in principle. 

Mr. JOHNSTON (Bow River): I could not agree to it. 

Mr. ARGUE: I am not saying that the record should be changed, but if 
I said anything offensive in respect to the member for Rosthern, I will be 
quite prepared to withdraw it. 

The ACTING CHAIRMAN: I asked the auesyce of the committee so that 
we might have your answer. 

Mr. TucKER: I was probably out of order because there was a motion to 
adjourn, and I was asking for a chance to put a couple of questions, and there 
was an argument whether that indulgence should be given to me. If it would 
save the reporter a whole lot of work, and I doubt if he got down everything 
that was said because there were two or three people talking at the same time; 
but as far as I am concerned, he does not need to include it. 

Mr. JOHNSTON (Bow River): No, let us keep the record as it stands. 

Mr. CHARLTON: There is no motion for adjournment now. 

‘The ACTING CHAIRMAN: There was a motion, but it was withdrawn. The 
discussion which took place was out of order at the time because we had a 
motion for adjournment, but it was withdrawn later. - 

Mr. CHARLTON: The motion was never put. 

Mr. JOHNSTON (Bow River): You never put it, Mr. Chairman. It was 
never accepted by the chair. 

Mr. Tucker: If you wish to argue a point of order, my understanding 
is that somebody said the question was not put. But when such a motion 
is made by a member of the committee it is not debatable. That is true. 
It is not important that the chairman can avoid the rule by refusing to put 
the motion. The moment that the motion is made, it is out of order and 
I just asked for indulgence to present a couple of questions. Then my 
honourable friend from Assiniboia made a few aspersions against me and I do 
not care whether it is on the record or not. _ . 

Mr. QUELCH: Even if it is out of order statements appear on the record 
as a rule. 

Mr. CHARLTON: You will find a blank page in the report if you do not 
put everything in. 

Mr. FRASER (Peterborough): I move we adjourn. 
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MINUTES OF PROCEEDINGS 


TUESDAY, April 10, 1956. 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 
a.m. this day. The Chairman, Mr: John W. G. Hunter, presided. 


Members present: Messrs. Argue, Balcom, Bryson, Carrick, Charlton, 
Crestohl, Fleming, Fraser (Peterborough), Fraser (St. John’s East), Gour 
(Russell), Henderson, Hollingworth, Huffman, Hunter, Johnson (Kindersley), 
Johnston (Bow River), Macdonnell (Greenwood), MacEachen, Pallett, Power 
(Quebec South), Quelch, Robichaud, Valois and Weaver. 


In attendance: Mr. J. C. Brodrick, Chairman, National Policy Committee, 
and Dr. E. C. Hope, Economist; both of Canadian Federation of Agriculture; 
and Messrs. F. L. Chester, Commissioner; E. O. Bertrand, Member; W. A. 
Reeve, Secretary; and R. McIntosh, Chief Accountant; all of the Canadian 
Farm Loan Board. 


On motion of Mr. Fraser (St. John’s East), seconded by Mr. Crestohl, 


Resolved,—That Mr. Johnson (Kindersley) be substituted for Mr. Stewart 
(Winnipeg North) on the Sub-committee on Agenda and Procedure. 


The Committee proceeded with its consideration of Bill 84, An Act to 
amend the Canadian Farm Loan Act. 


The Chairman presented the First Report of the Sub-committee on Agenda 
and Procedure, as follows: 


Your Sub-committee met at 5.00 o’clock p.m. on March 27, 1956, 
and agreed to recommend: 


That the Committee meet at 11.00 o’clock a.m. and 3.30 o’clock 
p.m. on Tuesday, April 10th, and that at those meetings there be 
heard representative organizations interested in the amendments to 
the Canadian Farm Loan Act by Bill 84. 


Your Sub-committee also met at 10.00 o’clock a.m. on April 10, 1956, 
and agreed to recommend: 


That representatives of the Canadian Federation of Agriculture 
be heard by the Committee, and that the Committee receive briefs 
from the following organizations: 

Interprovincial Farm Union Council, Eastern Irrigation District, 
Brooks, Alta., Lethbridge Central Feeders Association, Lethbridge, 
Alta., Alberta Sugar Beet Growers, Lethbridge, Alta., and 

That Mr. G. Wyndlow, who has stated that he wishes to appear, 
be not heard by the Committee unless he is representing a repre- 
sentative farm organization, it not being the practice of the Commit- 
tee to hear individuals, an individual having his remedy through 
his Member of Parliament. 

Respectfully submitted. 


The Chairman stated that, following the meeting of the Sub-committee 
on March 27th, a press release had been made to the effect that on April 10th 
the Committee would consider briefs from organizations interested in Bill 84, 
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which the Committee might deem to be representative farmers’ organizations: 
and that this release had been given wide publicity. Briefs had been received 
from the organizations specified in the above report of the Sub-committee. 


The First Report of the Sub-committee was adopted unanimously. 


Mr. Brodrick was called; he read a brief from the Canadian Federation 
of Agriculture, was questioned thereon, and was retired. 


It was moved by Mr. Macdonnell (Greenwood), seconded by Mr. Crestohl, 


That Committee sittings be held in the mornings only, this day and sub- 
sequently, at the call of the Chair, until the Chairman again raises the question 
of afternoon sittings. | 


The motion was carried: Yeas, 10; Nays, 5. 


At 1.05 o’clock p.m., the Committee adjourned to the call of the Chair. 


WEDNESDAY, April 11, 1956. 


The Standing Committee on Banking and Commerce met at 11.90 o’clock 
a.m. this day. The Chairman, Mr. John W. G. Hunter, presided. 


Members present: Messrs. Argue, Balcom, Benidickson, Bennett (Grey 
North), Bryson, Cameron (Nanaimo), Carrick, Charlton, Crestohl, Fleming, 
Follwell, Fraser (Peterborough), Fraser (St. John’s East), Gour (Russell), 
Hollingworth, Huffman, Hunter, Johnson (Kindersley), Johnston (Bow River), 
Michener, Pallett, Philpott, Power (Quebec South), Quelch, Robichaud, St. 
Laurent (Temiscouata), Tucker, Valois and Weaver. 


In attendance: Dr. E. C. Hope, Economist, Canadian Federation of Agricul- 
ture; and Messrs. F. L. Chester, Commissioner; E. O. Bertrand, Member; W. A. 
Reeve, Secretary; and R. McIntosh, Chief Accountant; all of the Canadian 
Farm Loan Board. . 


* The Committee continued its consideration of Bill 84, An Act to amend 
the Canadian Farm Loan Act. 


Dr. Hope was called; he spoke on the administration of the Canadian 
Farm Loan Act and on long-term farm credit; and was questioned thereon. 


. At 1.08 o’clock p.m., the Committee adjourned until 11.00 o’clock on 
Thursday, April 12, 1956. 


Eric H. Jones, 
Clerk of the Committee. 


KVIDENCE 


APRIL 10, 1956, 
F1,00:a.m./- 


The CHAIRMAN: Gentlemen, there is a quorum here and I would suggest 
that we commence our business. 

I believe Mr. Fraser has a motion to make. 

Mr. FRASER (St. John’s East): Yes, Mr. Chairman. I would like to move, 
seconded by Mr. Crestohl, that Mr. Johnson (Kindersley) be substituted for 
Mr. Stewart (Winnipeg North) on the sub-committee on agenda and procedure. 

Motion agreéd to. 

The CHAIRMAN: I declare Mr.-Johnson as elected. 

Pursuant to the appointment of the subcommittee on agenda and pro- 
cedure, your subcommittee met at 5 o’clock p.m. on March 24, 1956, and.sas its 
first report, agreed to recommend that the committee meet at 11 o’clock a.m. and 
3.30 o’clock p.m. on Tuesday, April 10, and that at those meetings there be 
heard representative organizations interested in the amendments to the Cana- 
dian Farm Loan Act by Bill 84. 

Pursuant to the recommendation of the steering committee that information 
was given to the Canadian press and was published fairly broadly throughout 
the country in the interested sections. I would ask for your approval of the 
action of the subcommittee in making that recommendation. 

Agreed. 

Your subcommittee also met at 10 o’clock this morning and agreed to 
recommend to this committee that representatives of the Canadian Federation 
of Agriculture be heard by the committee, and that the committee receive 
briefs from the following ‘organizations: Interprovincial Farm Union Council; 
Kastern Irrigation District, Brooks, Alberta; Lethbridge Central Feeders Asésoci- 
ation Limited; and Alberta Sugar Beet Growers, Lethbridge, Alberta; and that 
Mr. G. Wyndlow, who has stated that he wishes to appear, be not heard by the 
committee unless he is representing a representative farm organization, it not 
being the practice of the committee to hear individuals, an individual having 
his remedy through his member of parliament. 

May I ask for approval of the action of the subcommittee. 

Agreed. 

Mr. Brodrick, would you present your brief? Mr. Brodrick, Chairman of 
the National Policy Committee of the Canadian Federation of Agriculture, will 
present their brief to the committee. I would ask that he be allowed to present 
his brief in toto, and then those who wish to ask questions later will please give 
me their names. 


Mr. J. C. Brodrick, Chairman, National Policy Committee, Canadian Federation 
of Agriculture, called. 


The WITNESS: Mr. Chairman, may I first say a word in explanation. We 


Just a short time ago received notice that we were to appear before this com- 


mittee. The following is a statement on all farm credit in so far as the Cana- 
dian Federation of Agriculture is concerned. There has been a National Policy 
Committee of our federation, consisting of six individuals from all across 


55 


56 STANDING COMMITTEE. 


Canada, working on different problems and en oiie out policy statements 
to be approved at the annual meetings of the Canadian Federation of Agricul- 
ture. This statement on farm credit received approval in January of this year 
at the annual meeting in Hamilton, 


Now, I am only going to read certain eeonons of this Ro roughly to 
the bottom of the first paragraph on page 9, and then there are recommenda- 
tions dealing specifically with the Canadian Farm Loan Board. The statement 
of the Federation is as follows: 


A credit policy for Canadian agriculture should be designed to meet the 
needs of three general classes of borrowers: 
1. The established farmer, who carries on a reasonably. efficient 
farm operation. 
2. The farmer who would become efficient except for lack of capital. 
3. The young man starting in to farm. 


In addition, natural disasters may place farmers from any of these general 
categories in a position where they require special emergency credit to carry 
them over the period of heavy loss. 


Developing a sound farm credit policy to meet these needs requires 
arriving at answers to two fundamental questions. 


The first is—what is the probable future earning power of farm capital? 


The second is—what are other special features of farming that affect the 
type of credit needed? 


The third is—what trends are developing in the available sources of farm 
credit? 


\ 


Earnings From Farm Capital Available for Loan Repayment 


It is possible to make an estimate of the probable long time returns of 
the farm operator for the total of his own labour, that of his unpaid family 
help and for his management after allowing a modest interest return for the 
capital invested in his farm. 


The following tabulation shows for the 29 years, 1926 to 1954, he average 
value of farm capital (real estate, livestock and machinery) per farm operator, 
the average net income per farm operator and the returns to the operator after 
allowing an interest return of 34 per cent on his capital. 


Avr. ‘value capital per farm: (1926-54) ou. 0. $8,630! 
Avr. net income per farm operator (1926-54)........... 1,2692 
Less int: on: avr./eapital at: 34 percents 2. Oe wo. 302 


Avr. return to operator, for his labour and management 
and: wages. of unpaid. family nelp os eae Sa OP ae 967 
Avr. annual wage for hired farm labour (1926-54).... 7488 
(Employee boards himself) 
Avr. return to farm operator for his management and wages 
of his unpaid family help—(29 per cent of hired 
TaDOUT)S | WAPC ) ae. ail es tie ie ceive ci ume gan Nt sanctus _ 219 


1Total farm capital (real. estate, livestock and machinery) as reported annually by the 
D.B.S. divided by the average number of farm operators using census data and the Labour 
Force Survey since 1945. 

“Net farm income including supplementary payments as reported by the D.B.S. with interest 
paid on farm debt added back into net farm income—all divided by average number of farm 
operators. 

8Average annual farm wage for males hired by the year without board; i.e, employee pays 
his own board out of this wage. 
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These figures require some comment. If it can be argued that the wage 
of a hired man is at least a living wage then it is clear that over a long-term 
period the farm operator has received a very modest figure for his management 
and a relatively low return on his capital invested in the farm business. 

This long-time low rate of return on capital invested in farming is the 
hard core of the problem of financing agriculture, particularly the young 
man starting to farm. 


Special Features of Farming Affecting Farm Credit Problems 

The amount of capital that a farmer needs to reach reasonable efficiency 
varies at the present time from, perhaps, $16,000 to $50,000 or more. More- 
Over, earnings are usually seasonal. The farmers’ need for credit of all kinds 
—long, intermediate and short, is, therefore, very considerable. 

An important factor in the farm credit picture is the periodic necessity of 
refinancing farms, whenever existing operators die, retire or move to other 
farms or occupations. This is quite different from corporate businesses which, 
once financed, need not be financed again except in case of dissolution or sale 
of the company. The result is a constant need for large volumes of long-term 
capital for financing farms, apart altogether from any expansion in the capital 
employed in agriculture as a whole. It is this fact that provides a good part 
of the justification for state loaning agencies in the farm credit field, which 
will at all times be available as a dependable source of funds for farm financing. 

No credit system can hope to cope with the extreme fluctuations in income 
which have been experienced in the past, and it must be the task of organized 
farmers to obtain greater security and stability of farm returns. Yet at best 
considerable instability will remain. A sound farm credit policy will recognize 
that whatever the current situation may be, farms are always bought for the 
long pull. Also, farm credit institutions must avoid contributing to alternate 
inflation and deflation of land values. Land appraisal practices take on great 
importance in connection with farm credit, and deserve constant and careful 
study and review. 

Land is normally a non-depreciating asset, to be used by a farmer both 
as a home and a place of business throughout his working lifetime and then 
passed on. In view of the low average earning power of farm capital, mortgage 
credit should be available which will extend the period of repayment, if 
required, over the whole period during which a man farms. 

Livestock represents a semi-permanent investment since it may be renewed 
by reproduction. A sound farm credit policy will recognize as fully as possible 
that livestock to a farmer is in the nature of a fairly long-term investment. 

Farm machinery is subject to depreciation and obsolescence. Here again 
however, the fact that farming is not a business yielding high returns on 
capital must be recognized, and suitably lengthy periods for repayment should 
be provided for. 

The individual farmer has considerable need for informed advice on the 
use of farm credit, and on sources of credit available. Also, a real problem is 
created for the lender, who is faced with the task of trying to be closely 
acquainted with the affairs and prospects of a very large number of individual, 
and different, businesses. This accounts in part, no doubt, for the wide use 
by farmers of local private credit. There is a clear need for the best possible 
advisory and extension services in the field of credit and farm management. 
In addition, some supervision by the Canadian Farm Loan Board should be 
provided:in some cases. 
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The Young Man Starting in to Farm ! > 


Of the various classes of farm borrowers, it is the young man starting to 
farm whose needs and problems are at the present time causing the most con- 
cern. For the most part it is no longer possible to begin farming with home- 
stead land and next to no capital. Mechanization of farming has considerably 
increased both the size of the efficient farm unit, and the amount of capital 
equipment needed to operate it. How, then, is a young man with little equity, 
going to get started in farming on a basis that will hold out some hopes that 
he will be able to make a living? Ge ; 
| An interesting picture of the measures now being taken to try and meet 
this problem is provided in the forum findings of a National Farm Radio Forum 
broadcast held in December, 1954, entitled “Getting Started”’. 

In answer to the question: “To what sources do young farmers in your 
area look for credit when they are establishing their own farm?”, parents 
headed the list by a wide margin (the VLA ran a close second but this source 
of credit will presumably diminish in importance). Private loans were the 
next most frequent source, and then the Canadian Farm Loan Board, banks 
and farm improvement loans were important sources of credit. Junior farmer 
loans in Ontario and Land Settlement Board loans in New Brunswick and Nova _ 
Scotia were of considerable importance (as is the Quebec Farm Credit ACT). } 
Credit unions ranked relatively low, their importance varying sharply, no 
doubt, from area to area. : 

The second discussion question was: “How ean a young farmer avoid 
unduly heavy investments in land, livestock and equipment when he is getting 
started.” This question, of course, gets to the bottom of the credit problem 
for young farmers. Here there was a considerable variety of answers. The 
most commonly mentioned solution was to rent farms, on the one hand, and on 
the other hand to share the use of equipment with family and neighbours. 
To start out on a small scale, and to-buy second hand machinery were also 
high on the list. Other methods mentioned, of lesser ‘importance, were to 
start raising livestock on shares; to use custom work: to buy machinery 
co-operatively; to use horse-drawn equipment; to engage in very specialized 
farming; to work for neighbours in return for use of their machinery. Although 
parents were given in the first question as a major credit source, partnership 
arrangements with parents placed very low on the list as a means of getting 
started. | 

“Since there is no point in a young man assuming more debt than he can 
carry, the conclusion is inescapable that it is not possible to start farming 
without having a very substantial equity. The difficulty of the situation is 
illustrated by this example: Neiane 

Suppose a young man were to wish to begin farming on a farm with 
real estate worth $10,000, and with livestock and machinery (second hand), 
worth $6,000. On the basis of long time returns on farm capital (3% per cent) 
he could reasonably expect $560 for paying the interest and principal on a 
loan in addition to a little better than hired man’s wages for his living expenses. 

Under the present (January 1956) Canadian Farm Loan Board legislation 
he could borrow $6,000 on the real estate. This would require an annual 
payment of $435 for 25 years (7°25 per cent interest and principal). The 
balance for further debt payment would amount to $125 ($560—$435). He 
could obtain a second mortgage from the Farm Loan Board of $1,000, which 
would require annual payments of interest and principal averaging about $125 
for 10 years. As his total capital requirements are $16,000, he would therefore 
need to have a minimum equity at the start of not less than $9,000. For more 
valuable farms, the problem rapidly increases in difficulty. These are calcula- 

_ tions familiar to every young man looking around for a way to start farming. 
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Answers of a more or less satisfactory nature are, of course, found to the 
problem. In some cases sons inherit their fathers’ farms after helping run 
them under a wide variety of more or less informal arrangements: In other 
cases, young men start out in a modest way as tenants, under machinery- 
‘sharing arrangements and so on. 

Unless a deliberate decision is made, Hineover to* provide the young farmer 
with credit at lower interest rates than are required for regular loans to 
established farmers, the requirements for a sound, government operated credit 
policy to supply his needs are not greatly different from a sound farm credit 
policy for farm lending in general. Various provinces (Quebec, Ontario, 
Nova Scotia, New Brunswick) have special ‘legislation for providing credit 
to young men, in ways suited to the provinces’ special situations. On a 
national basis, it is doubtful that any special lending plan or lending agency 
is required to deal with men starting in to farm. 


In this connection, it should be kept in mind that there is no point. in 
giving to the young farmer more credit than he can repay. It should also 
be kept in mind that to give special low interest rates to young farmers may 
be, in part, self-defeating because of the tendency such low rates would have 
to increase. the demand for farms and push up land values. The seller would 
gain by this (and the seller, of course, should get a fair price for his land) 
but the benefit of the especially low interest would not all accrue to the young 
farmer, and would. not, in the end, solve the problem of helping him get 
established. 


THE CANADIAN FARM: LOAN BOARD 


The Canadian Farm Loan Board makes first mortgage loans to farmers on 
farm real estate at 5 per cent with provision for repayment up to 25 years. 
On first mortgages it loans up to 60 per cent of the appraised value of the real 
estate. It will also take second mortgages on the real estate, the loans to be 
used for purchase of livestock and machinery, but its combined mortgages 
must not exceed 70 per cent of the appraised value of the real estate alone. 
The interest rate on second mortgages is 54 per cent and the maximum term 
for repayment is 10 years. The Farm Loan Board provides only a relatively 
small proportion of the mortgage credit in this country—perhaps 15 per cent 
of the total. Its lending policies are conservative, and its own financial policies 
are also very conservative. In a recent report the Auditor-General noted that 
the Farm Loan Board is providing for reserves substantially in excess of the 
requirements of the act under which it operates, and that nothing in the 
accounts pointed to the necessity for such reserves. Because of its relatively 
small volume of lending, its costs per loan are high. If the board were to dis- 
continue setting aside its special provision for losses above the legal require- 
ments, the interest rate could be reduced by 4 of 1 per cent. If further, its 
present low volume of lending (less than $8 million in 1953-54) could be 
doubled or better, lowered costs would, no doubt, compensate for a further 
4 of 1 per cent reduction in the interest rate. The Canadian Farm Loan Board 
is criticized also for its conservative policies, and for the allegedly excessive 
length of time required to get a loan through. It utilizes no advisory com- 
mittees, at local, provincial, or national level. It obtains funds for lending 
from the Minister of Finance at current rates of interest. It should be possible 
for the board to considerably reduce its costs per loan by following a more 
aggressive policy of selling its services. It could also forego the accumulation 
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of unnecessarily large financial reserves. Instead of taking the cream of the 
mortgage business, this institution should perform its function of providing 
credit at minimum cost wherever the loan is reasonably justified. 

In view of the very serious difficulties and handicaps experienced by 
farmers in the credit field, and keeping in mind the fact that history indicates 
that farmers are seldom if ever privileged to earn both a fair wage for their 
labour and a fair return on capital, it would not seem unreasonable to ask that 
the Canadian government should assume the relatively modest costs of 
administration of the Canadian Farm Loan Board program, and supply credit 
at the cost to the board of borrowing funds, plus the cost of setting aside legal 
reserves. In all, the board should be able to reduce its SE ae rate of interest 
by at least 14 per cent. 

Though under such a policy as we have outlined, including elimination of 
excessive reserves and more aggressive loaning policy, the board’s risk of 
losses would be increased, it would be giving much better service, and losses 
should remain small unless a serious farm depression occurred. It may be 
presumed that the reason a government board was set up was in order that 
it might assume a certain amount of this kind of risk. 


Under its present policies, the Canadian Farm Loan Board lends a maxi- 
mum on first mortgages of $10,000. For persons with sufficient equity to 
finance a larger loan, this maximum is too low in light of the size of the efficient 
farm unit in many areas, and should, therefore, be increased to $20,000. With 
proper amendment of the Farm Improvement Loan Act there would seem to 
be little need for its special program of making second mortgage loans. 


Also, where loans are relatively small, the ability of the farmer to make 
mortgage payments during difficult periods by reducing his living standards 
or by other emergency means is considerably increased. A maximum loan 
of 60 per cent of the appraised value is fully justified for loans of the order of 
$20,000. For smaller loans a farmer should be able to borrow a higher per- 
centage of the appraised value, provided an assessment of his plans and his 
personal capacities, indicates.he is a realistic, efficient and responsible person. 
It should, therefore, be possible to borrow up to 80 per cent of the appraised 
value of the real estate on loans of up to $8,000. The size of the mortgage as 
a percentage of the appraised value should be reduced progressively for larger 
loans down to 60 per cent for loans, say, from $16,000 to $20,000. 


At the present time the board will permit a mortgage to be paid off as 
rapidly as the borrower wishes. However, it should also be provided that 
payments could be made in excess of regular instalments in any year, these 
payments to be available later to meet instalments in years when earnings of 
the farm are down. This. sort of flexible arrangement is very desirable in 
view of the instability of agricultural prices and income. 


One handicap under which the board is operating is its lack of close con- 
tact with local conditions. It is strongly recommended that the board organize 
a system of advisory committees, to be established by regions, whose members 
are acquainted with farming conditions and the people in the region. Because 
of their present very careful policies, the board understandably does not feel 
the need for advisory committees. Somewhat more liberal lending policies, 
and a heavier volume of loans, will make such committees a real asset to it, 
however. 


The board is at present under considerable criticism for the slowness with 
which loans are processed. Although it is recognized that there are difficult 
administrative problems connected with making farm mortgage loans, every- 
thing possible should be done to speed up procedures. It seems likely that a 
major source of delay is the time often consumed in satisfactory completion by 


we" 
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_ the borrower of the complex application form. One suggestion is that this form 


be completed at the time of the assessors visit, and with the assessors’ assistance, 
thus avoiding much error and delay. 

Now, gentlemen, will you please turn to the recommendations on page 13 
of our printed statement, the third page from the back? 


RECOMMENDATIONS 


In the field of national farm credit policy, the Canadian Federation of 
Agriculture recommends that: 

1. Apart from a plan for emergency farm credit assistance, no new federal 
institutions in the field of farm credit should be established, provided the need 
for modification and improvement of present institutions and policies is met. 

2. There is inadequate information available relative to the type, quantity, 
sources and nature of all forms of farm credit and its distribution by provinces. 
An annual survey of farm credit should be made and published by the federal 
government in co-operation with the provinces in as complete form as possible. 

3. Credit unions and other co-operative credit agencies are ideally suited 
to giving a flexible and sympathetic lending service, and the possibilities for 
increased service in this field should be carefully studied. 

4. The Canadian Farm Loan Board policies should be changed to: 

(a) Lengthen the repayment period of first DIQHEAGE loans to a maximum 
of 40 years. 

(b) Increase the maximum loan on first mortgages to $20,000. 

(c) Change the present maximum percentage loan on the appraised value 
of real estate to 80 per cent on loans up to $8,000, with graduated 
reductions in this percentage down to 60 per cent for loans of from 
$16,000 to $20,000. 

(d) Reduce the interest rate charged on first mortgage loans from 5 per 
cent to the cost of the money plus the legal reserve, leaving adminis- 
trative costs to be borne by the government. 

(e) Actively go out to get a greatly increased volume of farm mortgage 

business. 

(f) Set up regional advisory committees which could advise Farm Loan 
Board officials with respect to loans. 

(g) Speed up procedures in the making of loans. 

(h) Farmers should be permitted to make advance repayments on their 
indebtedness which could later be considered to apply in place of 
payments which had to be missed due to loss of income. 

(7) Ensure that where she is a bona-fide farm operator no distinction 
should be made between women and men in considering them as 
prospective borrowers. 

(j) First motgages should be available on the security of land without 
buildings where a legitimate claim is established, but in such cases 
these loans should, whatever the amount, be a maximum of 60 
per cent of the appraised value of the real estate. 

(k) Borrowers who are given loans to the value of from 70 to 80 per 
cent of the appraised value of the real estate should be provided with 
adequate supervision, if required. 

The CHAIRMAN: Are there any questions? I believe Mr. Argue has some 
questions to ask. 

Mr. ARGUE: Mr. Chairman, I think Mr. Brodrick in presenting his brief to 
the committee has indeed rendered a valuable service and I certainly welcome 
the submission that he has placed before us. There are two criticisms which 
this committee has heard and about which members have spoken—two main 
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criticisms of the Canadian Farm Loan Board as now constituted, and I think. 


you made reference to both in the course of your presentation. I wonder 


if you would care to make any comment on the statement that is made 


repeatedly, namely that the appraisal of loans is too slow? Can you give us 
some idea of the length of time you have found, from your own experience, 
it takes from the time a farmer makes a formal application until he is in a 
position to close the deal? It seems to me that this is a very important 
matter, because I know from my own experience in relation to the purchasing 
of land that the time element plays a very important part; if you do not close 
a deal when the opportunity exists the opportunity may not occur for long. 
The WITNESS: That is a difficult question to answer because the experience 
is quite varied. I would say that the extreme length of time, possibly, might 
be up to six months, which is considerably too long. I quite agree—this is a 
complaint we have heard all across Canada. I think I am safe in saying that 
this is just too long a period. There certainly is a decided request from all 
farmers across Canada that this period which elapses between the appraisal 
and the actual granting of the loan should be shortened as much as possible. 


Mr. ARGUE: You have said that a long period of time might be six months. 
Have you any idea what the general length of waiting time is? Is it a couple 
of months? I do not expect you to know the answer exactly. 


The WITNESS: I am sorry, I cannot answer that question. Professor Hope... 
An Hon. MEMBER: On that point, Mr. Chairman... 


Mr. ARGUE: I do not mind being interrupted, but if we are taking turns in 
asking questions all around the circuit, then I would like to conclude. However, 
if we are going back and forth—which I personally prefer—I would be quite 
happy to give way for questions from other members. 

The CHAIRMAN: We shall continue to take questions in order. Members 
who wish to ask questions will please let me know. 

Mr. ARGUE: You mentioned, Mr. Brodrick, that you had one suggestion as 
to how the process of dealing with an application might be speeded up; I 
believe you suggested that the application form might be simplified. I do not 
wish to ask you too much on that particular aspect of the question, but could 
you tell the committee how you feel the appraisal couid be speeded up; what 
is the trouble? Are the appraisals inefficient? Have they got the wrong instruc- 
tions? What do they need to do in order to appraise a piece of land properly? 
Do they have to wait until the snow goes off, for example, and is that one of 
the reasons for the six months’ delay? 

The WITNESS: That is part of it. I think it is due to the lack of personnel 
and, as we foresee, the Canadian Farm Loan Board increases its volume of 
business, this is an operation in which the local advisory committees would fit in 
and be of assistance in speeding up the appraisal service. 

Mr. ARGUE: Have you some general idea from your own knowledge how 


the appraisal is carried out? Can you tell the committee what an appraiser 


does when he starts on a case from the time an application is made? 

The WITNESS: Yes. I have got a loan on my own farm. 

Mr. ARGUE: Does he take soil tests, for example? 

The WITNESS: Well, I can only speak in regard to my own specific case, and 
probably this would be the best way to answer the question. In that particular 
case it was the reeve of our own township who made the appraisal. This took 
place, of course, a matter of some eight or ten years ago. The loan is paid off 
now. The reeve of our township was the appraiser and it was just a matter 
of local knowledge in that particular case. 
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Mr. ARGUE: He just said, from his ers general knowledge that the farm 


was worth that loan. That was the appraisal, right there? 


The WITNESS: That was eight or ten years ago. 

Mr. ARGUE: Was this particular man who carried out the appraisal an 
employee of the Canadian Farm Loan Board or did he act on a part-time basis? 

The WITNESS: On a part-time basis. 

Mr. ARGUE: Had he carried out a number of other similar jobs? 

The WITNESS: I imagine he did at that time. . 

Mr. ARGUE: Have you any idea what appraisers do in other parts of 
Canada? What you have told us is from your own experience. 

The WITNESS: That is my own experience, and as far as I can guarantee. 

Mr. ARGUE: If I may make a comment here, we were told the last time 
we met that no consideration whatsoever was given to the municipal assess- 
ment on a piece of land in making an appraisal. That was the statement. Since 
I come from Saskatchewan, I had great difficulty in understanding it— 

The CHAIRMAN: I do not think the statement was actually made in that 
form, Mr. Argue. 

Mr. ARGUE: I have the record here but I am not able to search it and con- 
tinue to speak at the same time. I think what I have said is a fair interpreta- 


_tion of what was stated but if you wish to look at this copy of the record, Mr. 


Chairman and look up exactly what was said I will, if necessary, amend any- 
thing that I have said. But, as I understand it, no consideration at all is given 
to the municipal assessment and, as I say, coming from Saskatchewan I find 
that, a rather difficult thing to comprehend. In the province of Saskatchewan 
we have what I consider to be a very excellent assessment system. It is not 
something that came about with the particular government and party with 
which I am associated; I had the privilege of attending some lectures by Dr. 
Hope, and I believe at various times he made reference to the assessment system 
in Saskatchewan, as did a number of other professors at the university, and we 
were told, and it was explained to us, just what an excellent system we had 
in that province. It was probably in existence long before I had the oppor- 
tunity to learn about it. Dr. Hope could explain it here better than I could, but 
it took into account such things as soil types, topography, stoniness, nearness 
to markets, the general level of production in the area, the general grade of 
grain produced, nearness to schools, and just about every factor that could 
be taken into consideration in an assessment. 

I would be the first to admit that you cannot appraise a farm for sale value 
by taking the assessment, but at any given time—certainly in the province of 
Saskatchewan—I think you could use the assessed value as a fairly general 
indication of what the sale value would be at a particular time, and therefore 
of what the appraised value would be. One usually does not like to refer to 
definite cases— 


Mr. CRESTOHL: On a point of order, Mr. Chairman, is this a question period 
or is Mr. Argue making an address or a statement? 


The CHAIRMAN: At the moment it is a monologue. If you have a question, 
Mr. Argue, I think you should put it to the witness. 


Mr. ARGUE: I did not think we were confined in a committee merely to asking 
questions. It has never been so yet in any committee of which I have been a 
member. I will not press the point, but I just wanted to explain some aspects 
of the assessment system we have in the province of Saskatchewan. 

Mr. CrESTOHL: I do not mind if Mr. Argue wants to make a statement, 
provided we can question him on that statement. 
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Mr. ARGUE: I would be happy to answer questions on any statement I ave 
make. 

The CHAIRMAN: I do not think the committee will wish to follow that course. 

Mr. ArGUE: I am about to conclude my remarks, Mr. Chairman. 


Mr. MAcCDONNELL (Greenwood): May I say, Mr. Chairman that I think this 
is very relevant. We have a difficult subject here, and i think a discussion ~ 
would help us all. 


Mr. Carrick: I must say, Mr. Chairman, that I was puzzled by what Mr. 
Argue has been saying. I have no objection to his making any statement he 
wishes to this committee, but I think that if he wants to make a statement the 
place to do it is in the witness box. Looking at the record as this matter stands 
leaves one in a state of uncertainty; it is a question of procedure, Mr. Chairman, 
and I was going to ask this: if we call witnesses, should we not try to get 
information from the witnesses rather than give information ourselves on the 
matter under discussion? 


The CHAIRMAN: That is the whole point I am making. If you wish to give 
evidence, Mr. Argue, apply to the committee and they will consider whether 
you are a suitable witness. If the committee feels the evidence is sufficiently 
valuable, they can grant the privilege of appearing as a witness. In the mean- 
time, with due deference to you, Mr. Macdonnell, I do not think that Mr. Argue’s 
statements are something which should be heard. 


Mr. JOHNSTON (Bow River): I think we would be getting into a very difficult 
position if we were to abide by the suggestion which has been made because 
in effect, Mr. Chairman, you are saying now that no member of this committee 
may express an opinion other than by means of asking a question of the 
witness . 

The ee rer What I said. 

Mr. JOHNSTON (Bow River): au may say, Mr. Chairman, that I am not 
interpreting your remarks quite accurately. But what is the difference between 
expressing an opinion and developing an argument? Who is going to say where 
an argument starts and where it stops? I think we would be getting into a 
great deal of trouble here if we were to try to decide a question of this kind. 

The CHAIRMAN: I think there is a great deal of difference, Mr. Johnston, 
between a comment and a speech. 


Mr. JOHNSTON (Bow River): How long does it take a comment to become 
a speech? Who is going to decide? Will it be the chairman, or some of the 
Liberal members or the committee? . 

The CHAIRMAN: The committee will decide if necessary. I am deciding 
right now. If you are not prepared to accept my suggestion I will put it to the 
committee. 

Mr. JOHNSTON (Bow River): I think that if we try to carry out the sugges- 
tion that no member of the committee may express an opinion on these things 


we should have a very definite ruling as to how long a question must be, 
otherwise... 


‘The CHAIRMAN: I am just trying to adhere to proper court procedure, as 
the Privy Council does, until the case is presented, no decision is made. 

Mr. JOHNSTON (Bow River): I am really referring not to yourself but to 
some of the decisions made by members of this committee, Mr. Chairman. 
I know you are perfectly fair and just. 

The CHAIRMAN: We are wasting a lot of time on this, and Mr. Argue has 
already stated that he is almost through. 

Mr. ARGUE: I think I am correct in saying, Mr. Chairman, that the elds 
governing discussion in committee are the rules covering discussion in the 
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: _. House of Commons. I have had some experience in these matters and I 
_ think it is a fact that Beauchesne and the rules quoted by the other authorities 
are rules which apply to discussion in committee. I do not, therefore, feel 
that because statements are made by a member in committee they are out of 
order, or should be considered as such. But, as I said, I am about ready to 
conclude. 
We might be able to develop this point a little further here if the com- 
mittee were prepared to hear Dr. Hope at a later stage on this particular matter 
z and, indeed, on the whole credit field with which I know he is very conversant. 
I think the statement made by the witness with regard to how the farm— 
i 
i 


- 


the farm on which he had the loan—was appraised is an excellent example 
of one of the ways in which we might speed up appraisals. 
: The CHAIRMAN: This is one of the methods that has been used. It is one 
: that has been used already. 
i Mr. ARGUE: But anyway, Mr. Chairman, if it is already in use— 
The CHAIRMAN: The witness has stated it is something that happens. 
4 Mr. ARGUE: All I am saying is that it is an indication of a method by 
f -. which we could reduce the period of these six-months appraisals. The witness 
by spoke of this one example, and he had only one example of a case in which 
iS an assessment was made in short order. 
4 Now I want to deal with the second general criticism that has been made 
‘, in parliament and in this committee, and that is that the appraisers have been 
4 _ too conservative in making their appraisals. What would you say to that, and 
{ can you give some idea of the extent to which their appraisals are too low? 


‘ | The Witness: I cannot answer that question truthfully. Possibly Dr. Hope 
— can do so. 

4 The CHAIRMAN: Let us finish hearing this witness. 

; Mr. ARGUE: I will save that question for the time being. 

; Mr. MACDONNELL (Greenwood): I may say that Mr. Argue’s question is, 
in my view, a relevant question and I hope we are not leaving it unanswered. 
i The CHAIRMAN: I understand that Dr. Hope. will be called later. 


Mr. ARGUE: You made a statement in your brief, Mr. Brodrick, that the 
Canadian Farm Loan Board had followed a very careful policy. Could you 
: elaborate on that? It might be tied up with the appraisal and other factors 
but I think the evidence that the amount of business done by the Canadian 
Farm Loan Board was between 15 and 20 per cent of the farm mortgage 
business certainly indicates that the policy of the board is quite conservative. 
It is recommended in the brief that a more aggressive policy of extending 
farm credit should be followed and that up to the present time the Canadian 
Farm Loan Board has been taking the so-called ‘‘cream” of the farm mortgage 
business. 

The WITNESS: We have stated here in the brief that in our opinion cer- 
tainly a more aggressive policy of extending farm credit has to be followed, 
and that up till the present time, in our opinion, the Canadian Farm Loan 
Board has been taking the so-called ‘‘cream” of the farm mortgage business. 

Mr. ArRGuE: That was the next phrase I had in mind—the “cream’”’ of the 
lending business. I take it that it is your view that the Canadian Farm Loan 
Board at the present time prefers to make loans to farmers who are in a 
relatively good financial position, and at a relatively small risk? 


The WITNESS: I would say so, yes. 

Mr. ARGUE: Would it be fair to say that in many instances—or in a 
number of instances—loans are made to farmers who are now operating fully 
economic units—that they are made normally to people who might~be called 
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relatively large farmers in order that they may extend their operations still 
further? I will tell you what I have in mind, it is something like this. 

The CHAIRMAN: Those are pretty leading questions, are Mee HOE Mr. 
Argue? 

Mr. ARGUE: Definitely, but I think they are Wipe ent questions. 

In your experience, Mr. Brodrick, and in the light of your statement that 
the.Canadian Farm Loan Board mostly takes the “cream” of the lending 
business, would you say that a man who is a relatively larger farmer—and on 
the prairies a relatively large farm might. extend to 1,000 acres—who ap- 
proaches the board in a decent financial position, and having a clear title to 
his land and a full line of equipment would be more likely to get a loan, say 
of a few thousand dollars to buy some more land than a farmer with two or 
three hundred acres of land who still owes half of the purchase price? 

The Witness: If I were in the lending business I think I would rather: 
lend to the type of person you mentioned first than to the other. 

Mr. Arguge: And that is what you mean by the phrase “taking the cream 
of the buSsiness’’? 

The WiTNEss: Yes. I think the Canadian Farm’ Loan Board has been 
operating largely in that field. In other words, they are taking the atitude 
of the banks: lending money to a man who relatively does not need it, but 
declining to lend money when he does need it. 

Mr. MAcDONNELL (Greenwood): Are loans being made to those who, in 
all probability, could get them elsewhere? . 

The WItNEss: That could be, yes, I will say so. The only advantage, of 
course, lies in the interest rate. The interest charged by normal loan com- 
panies for private individuals is inclined to be higher—roughly six per cent, 
I would say now. 

Mr. ARGUE: I have not concluded. 

Mr. Gour (Russell): I am not going to listen all the. time— 

Mr. ArRGuE: I have the right to ask questions until my’ questions are com- 
pleted. 

The CHAIRMAN: You have been quite a long time, Mr. Argue. 

Mr. ARGUE: They tell me that Mr. Fleming asked Questions for two and a 
half hours in the estimates committee the other day, and I do not think mem- 
bers should be too impatient. 

The CHAIRMAN: I hope you are not going to follow that precedent. 

Mr. ARGUE: Since we have been informed that the Canadian Farm Loan 
Board in its general policy is taking the cream of the lending business and 
very often lending to farmers who could go elsewhere, is it your suggestion 
that the policy of the Canadian Farm Loan Board should, in addition to paying 
its way, have a social object in its policy, namely the estonia een: of economic 
units, assistance to young farmers in purchasing equipment, provided they 
hold certain equity, and:so on? To put it in another way, what do you think 
the general policy of the Canadian Farm Loan Board should be in order that 
it might get away from this current policy of making loans to farmers who 
could raise the money elsewhere? 


The WITNESS: May I say, sir, that in our consideration of this question 
of farm loans and farm credit, in so far as the policy committee of the CFA 
was concerned, although the individual was considered, we actually approached 
this problem acoin the viewpoint of the industry as such and in the light of 
what was considered an efficient farm credit policy by any lending agency, 
whether it be the Canadian Farm Loan Board or any other. We were looking 
at this from the point of view of the agriculture industry as a whole. For 
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instance, the question may be raised—and I hope it will be—with regard to the 


- period of repayment, and a suggestion that it be lengthened from 25 to 40 


years. Some question might be involved there as to the ability of the individual 
farmer to live that long; but we felt that in order to provide agriculture, as 
an industry, with an efficient form of credit, this period was the maximum 


_ length of repayment period necessary. We were not primarily considering the 


individual within the industry. I realize, sir, that we may possibly have been 
a little too “cold” with regard to the social issues, but we were trying to pro- 
vide a flexible system of repayments, a longer period of repayment and lower 
annual repayment rates so as to provide agriculture with what we considered 
to be the necessary credit machinery. 

Mr. ARGUE: Your suggested interest rate of three and a half per cent 
assumes a three and a half per cent rate and a repayment period of 40 years. 
What would that otherwise work out at—would it be five per cent? 

The WITNESS: I am afraid I cannot answer that. It is a question of 
economics; and I am not too fast with a pencil. 

The CHAIRMAN: If the witness cannot answer... 

The WITNESs: I suppose it would be around five per cent. 

Mr. Argue: I would guess that just by looking at the figures. I may be 
wrong. In your table on page 2—and this is my last question—you set out a 
certain number of figures—the average capital per farm, and so on—and then 
you take the interest on the average capital at three and a half per cent. What 
I am driving at is this: assuming that the government accept your recommenda- 


‘tions—and I only wish there was some real hope that they would—you would 


get a repayment rate of approximately five per cent? 

The WITNESS: That is right.- 

Mr. ARGUE: Taking this case history, the five per cent would increase the 
amount to $450, or something in that neighbourhood and further reduce the 
return to the operator for his labour and management to a figure somewhere 
in the neighbourhood of $800 per annum. My question is this: do you actually 
think that a farmer can pay five per cent over a period of 40 years and still be 
able to provide for his family, in return for his labour and management, and 
income anywhere near to the general level of income derived by other Canadians 
in other industries? Or, if the government should go this far, even with that 
further assistance is it not likely that farm incomes would still be a good deal 
less than the incomes derived from other businesses? 

The WITNESS: The question might be answered in this way: we approached 
this as representing the barest minimum always. By that, I mean we felt that 
the average farmer had to have at least this amount on which to live, and that 
over a 30 year period the largest rate of interest he could afford to pay was 
three and one half per cent. 

Mr. ARGUE: So that even with this further assistance which you suggest, 
in purchasing land, is it not correct that the farmer would have to accept a 
lower general income than appertains in other industries in order to make 


‘the payments? 


The WITNEss: That is quite right. 


By Mr. Charlton: 

Q. First of all, Mr. Chairman, I want to commend the federation for its 
very splendid brief which Mr. Brodrick has presented. 

According to the brief you have suggested that more use should be made 
of local committees. Do you not think by the same token that there should be 
more local inspectors instead of so many full time inspectors; that there should 

72380—24 


a 
zt 


68 7 STANDING COMMITTEE | 


be-part time inspectors across the country who might be made more use of?— _ 
A. We have had a look at the system set up for co-operative credit in the P 
United States and we thought that a portion of that system—in so far as the — 
advisory set-up was concerned, within that co-operative credit system in the © 
United States—might be used in the setting up of these local regional com- 

mittees. I agree that possibly part time appraisers might be used to advantage. 

Q. You have made no direct mention of the local inspector aspect?—-A. No. 

@. You just mentioned local committees and I wondered if the inspectors 
would not be of advantage to the farmer as well as to the board because it 
would cost less money on a piece basis.—A. May I correct my former state- 
ment; these local or advisory committees were considered as bodies to work 
along with a permanent inspector. 3 
Q. You mean to say that in your suggestion you intimate that the local 
advisory committee would be in charge of the assessments for loan services?— 
A. That is right, to work very closely with their appraisers. 

Q. You included that in your suggestion?—A, Yes. 

@. I do not think it is quite clear just what you do mention. According to 
your brief it is obvious that you do not agree that this board should be a profit- — 
making organization?—-A. That is right. 

Q. Which it obviously is when the income tax paid last year was $37,341. 
Is it not a fictitious understanding that this board is supposed to be set up to_ 
help farmers who find it difficult to get a loan any place else?—-A. That is right. 

Q. So it would naturally follow that these loans are not just the cream 
off the top, and that the Canadian Farm Loan Board could not be expected to | 
make a good profit, and yet do the things it is supposed to do for the farmer?— 
A. I think our recommendations are self-explanatory. ; 

Q. On page 5 of your brief, Mr. Brodrick, in the last paragraph you say: 

Under the present (January 1956) Canadian Farm Loan Board legis- 
lation he could borrow $6,000 on the real estate. This would require an 
annual payment of $435 for 25 years (7:25 per cent interest and 
principal). 

Does that make sense?—-A. He could borrow $6,000 on a $10,000 farm or a 
$10,000 investment. } 

@. That is true. And the amount of repayment he would have to make 
on his $6,000 loan you have figured at $435 for 25 years.—A. That is right. 

Q. And you mention in your paragraph 7-25 per cent interest.—A. That 
is for amortised payments. 

Q. Do you know how that figure is arrived at?—A: I would have to refer 
to Mr. Hope. ot 

Q. The total amount is four, eight, seven, five; and the loan is for $6,000 
which would appear to be more than 7°25 per cent. However, I have no more 
questions. : 

Mr. MacDONNELL (Greenwood): Might I make one preliminary observa- 
tion, Mr. Chairman? I will not take more than 30 seconds. 

The CHAIRMAN: You may. 

Mr. MAcDONNELL (Greenwood): What we are considering here is something 
of the very greatest importance because it seems to indicate that we have in 
farming a depressed industry. We should find out if that is a fair statement, 
and if so it seems to me that this is a situation which should greatly concern — 
us all because Ido not believe that a nation can go on being prosperous. if 
farming is depressed. At the present time it seems to be prosperous, but with 
depressed farming, I do not think that can continue indefinitely. Now, my first — 
question is in regard to a matter which has already been discussed. I hope we 
can get officials of the board to tell us how long it takes them to make an | 
inspection and to make a loan. I am not satisfied. If people say that it takes 
weeks, then I want to know why. Why can’t it be done in days? 
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s If we need more inspectors, then we should have them. And I would like, 

. _ before this committee adjourns, to feel that we have a real answer. I may be 

ma little prejudiced against committees. Committees always frighten me a bit 

because they always seem to me to like spending a lot of time. I would be 

_ more reassured if we could have some one individual who could be put on the 

carpet if it takes longer than would seem reasonable. Now I want to ask one 

question which may be difficult to answer. 
At the top of page 2 we have a statement to this effect: 
: Average value capital per farm (1926 to 1954) $8,630. 

, Now if we turn over to page 3 we have a statement at the top of that 

_ page which reads: 

‘ The amount of capital that a farmer needs to reach reasonable 
efficiency varies at the present time from, perhaps, $16,000 to $50,000 
or more. 

As the negro-gentleman said “dem two figures don’t paralyse!”’ I do not 

_ feel that I quite understand it when he said that the average capital value per 

_ farm is $8,630 when on the next page he says “the amount of capital that a 

farmer needs to reach reasonable efficiency varies at the present time varies 
from $16,000 to $50,000 or more”. Is that an average based on the totality of 
the Canadian farms, including marginal farms?——-A. That is right. 

@. It leaves me still perplexed.—A. May I answer just briefly in this way? 


‘ Q. Yes.—A. I realize that from 1926 until 1940 or 1941 the size of a farm 
was fairly constant; the lack of mechanization was fairly constant, but in the 
last ten years with the mechanization that has taken place the farms across 
Canada have tended to become larger units in order to support that mechaniza- 
tion, and they are now efficient operating units which has increased the value 
to the $16,000 to $50,000 figures. | 7 

@. Could you tell us about the sizes of farms and about conditions east and 
west? I am only a city fellow and I do not know the answers.—A. Dr. Patter- 
son made a survey in Ontario. He is head of the economic branch of the Depart- 
ment of Agriculture, and he made a survey in Ontario of the average capital 
investment on the farm and of the average size of the farms in Ontario, and 
he said it is now roughly around $28,000. 

@. You say $28,000?—A. $28,000 and that is quite true. 

Mr. Gour (Russell): Yes, that is true. | 

The WITNESS: In speaking for the west it is rather difficult as far as I am 
concerned, but I think Mr. Bobier who is a member of our committee said that 
in his opinion the average value would vary between $30,000 and $50,000 for 
an efficient operating unit in the west. 


By Mr. Argue: 
Q@. One is average and one is efficient. These things are not quite compar- 
able‘—A. That is right. But I cannot tie that in as far as the west is concerned. 


By Mr. Macdonnell (Greenwood): 

Q. Perhaps we could have from the officials of the board, what their ap- 
proach to this is. It comes to me as a surprise that the board is regarded as a 
profit-making operation. I thought the object of the board was public service, 
and to make provisions for loans. The idea that it should be a profit-making 
organization took me by surprise. Perhaps that is a question I might ask the 

- board of officials. 

The CHAIRMAN: Yes, Mr. Chester is still here. Perhaps we should finish with 

this witness first. 
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By Mr. Macdonnell (Greenwood): 


Q. Very well, I shall leave that. Now may I just add one question; you say 
on page 3: 

An important factor in the farm credit picture is the periodic neces- 
sity of refinancing farms, whenever existing operators die, retire or move 
to other farms or occupations. This is quite diffetent from corporate 
businesses which, once financed, need not be financed again except in case 
of dissolution or sale of the company. . 


Now, I find it hard to understand this. I realize the question that arises 
when an operator dies, but with regard to the asset itself, would it not be true 
to say that a well-managed farm should need less refinancing as an operation 
than a plant which wears out, while the farm does not’ wear out if it is well 
operated? Is there anything in that, and can that statement be explained, be- 
cause I find it hard? 


The CHAIRMAN: This is a statement made by the organization. You may 
agree with it. Personally I think it is completely erroneous. I would have 
thought that to say ‘“‘a corporate business... once financed, need not be financed 
again...”, is simply, in fact, a laugh. 


By Mr. Macdonnell (Greenwood): 


Q. You and I are agreed on that, but I thought perhaps I was not doing 
justice to this statement and I thought we might have an explanation of it 
because I think it is a very important statement.—-A. The question is that a 
corporate business can be carried on regardless of the loss of the individuals 
who are in that business; if it is a share capital business, it is carried on 
regardless whether the shares are sold or the operator dies. But in so far as a 
farm is concerned, it is usually owned by one individual and upon his death, 
or upon the sale of that farm, there is a question of refinancing, complete 
refinancing. ; 


By Mr. Pallett: 


@. You mentioned Dr. Patterson. Did his survey not show that the average 
farm in Ontario was refinanced every 20 years?—A. From 20 to 25. years. That 
is correct. 


Q. And that was a scientific estimation?—A. That is right. 


By Mr. Macdonnell (Greenwood): 


Q. It is quite true that when a man dies a problem arises with regard to 
the carrying on of the farm, and my bet that is a different matter from 
refinancing. You are not using the word refinancing in that sense; yau are using 
it in the sense of the change of ownership? 


The CHAIRMAN: It is really a re-purchase. 


Mr. MACDONNELL (Greenwood): Perhaps my question should not be pur- 
sued, because we are not talking about the running down of the physical 
assets at all. 


The WITNESS: No. 


By Mr. Gour (Russell): 


@. You have said that you tried to be fair. You said that you got the 
cream of the loans. But did you check up with the richest province, Ontario? 
Did you check the farms in the province of Ontario which has the richest 
farms of all Canada? Take the case of a young couple—TI think they could be 
considered the cream of farming. If you talk about the cream, I know some- 
thing about farming and loans myself. A lot of people have money to lend 
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to farmers provided they consider the loan is a safe one. I do not suggest 


_. that they would get less return from a farm loan than from a comparable 


investment elsewhere, but I want to be fair. Such people realize the dangers 
and they will provide money quickly in appropriate cases. That is why I 
want to establish the fact that in Ontario they lend money... Until -32...0or33 
years ago we could talk about low rates. I find that the province of Ontario 
makes loans at 43 per cent, not 34 per cent, and these farmers are well off. 
Mr, Pauuett: No, it is 4 per cent. 


Mr. Gour (Russell): I have proof in connection with 80 per cent of the 
small loans that we do not lend in proportion with the assessment that we 
make on the farm. I appreciate what you said a moment ago that it would 
make more money for the farmers in Ontario because the farms are larger, 
the wages are higher, the hours are shorter, and that they have larger farms 
mechanized than they did about 40 years ago, and I think that is longer than 
the average working life—A. Perhaps I should offer some explanation as to 
the length of the term. We were approaching this thing from the industrial 
standpoint and we thought that-we should have annual payments kept in a 
position where possibly we could assist the young farmer starting to farm, or 
the efficient farmer, who through lack of capital cannot efficiently operate his 
farm, in order to keep those annual payments down. We also accompanied 
that with the flexible system of repayment, not necessarily confined to annual, 
semi-annual or monthly repayments, or payments, but we did suggest that 
there might be a repayment system set up whereby the farmer could in a 
good year pay for three or four or five payments, and that could be applied to 
those years in which he has a bad crop loss. 

Q. I think that is a good thing.—A. I do not know if I have answered your 
question, but we tried to approach this thing from an industrial point of view 
rather than from an individual point of view. 

Q. How about the length of time it takes? You said six months. I have had 
some experience with this over twenty years ago and I can say that it takes 
over two years from the province when the application comes from northern 
points. Are efforts made to check up on the acreage of the farm? I think they 
should have longer time. I think they should have more loans. The things 
should be checked up and they should get a lawyer to do the job. There is 
a six month’s delay. I don’t care what you say; I know what I am talking 
about. I don’t want to bring the lawyers in because I think they are over- 
worked; they should get more lawyers. There are not enough. The same 
applies to the federal and provincial: the people do not make out the applica- 
tions properly and it takes too long for the appraiser to come. This applies 
under the Canadian farm loan and the Ontario farm loan. I do not mean in 
the winter because you cannot appraise a farm in the winter. That is my 
point. I think there should be a lower rate. They take the money they make 
on the farm and buy a house in the city and do not pay the mortgage on 
the farm. They buy a house in the city where they make more money than 
they make on the farm. That is all. Thank you. 


By Mr. Quelch: 


@. I also think that the federation of agriculture should be complimented 
on presenting their lucid brief. I had underlined a number of passages and 
a number of questions which I wanted to ask, but they have already been 
asked, therefore I shall avoid repetition as much as possible. 

I think any of us who have come into contact with this act will agree 
wholeheartedly that the policy has been slow, and there has been too much 
delay. I have often discussed this problem with farmers, and they said they 
have taken out mortgages from the line mortgage companies rather than to 
come to the Canadian Farm Loan Board because they thought there was too 
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much red tape and that it took too long. Now I have a couple of points: on 
the question of advisory committees, I take it that you have in mind a number 
of men in a certain region being appointed as advisors, and that they would 
actually advise on each application, where there is any question as to whether 
the loan should be made or not.—A. Correct. 

Q. Not merely on the policy but on the application.— A.That is right. 

Q. And then on page 9 in the top paragraph, you have this to say: 


It seems likely that a major source of delay is the time often con- 
sumed in satisfactory completion by the borrower of the complex 
application form. One suggestion is that this form be completed at the 
time of the assessor’s visit, and with the assessor’s assistance, thus 
avoiding much error and delay. 


Actually you would be advocating two application forms, one, a very brief. 
and simple one which would be filed when making the application, and at that 
time the $10 would be paid, while the other complicated and longer, would be 
brought by the assessor and at that time it would be signed by the farmer?— 
A. Right. I would imagine that is the way it would work in practice. 


Q. You have to have some kind of-an application made before the asses- 


sor?—A. Yes. 

Q@. Have you found a lot of delays caused by the forms being filled in 
incorrectly?—-A. Yes. 

Q. I think this would probably be more true in western Canada than in 
the east. Have you come in contact with any localities that have been black- 
listed where it is practically impossible for a loan to be obtained?—-A. No. 


Q. There have been districts in western Canada. We will probably have 


a chance to discuss that when the board is here. 


By Mr. Crestohl: 


Q. Mr. Brodrick, I would like to refer for a moment to the figures you 
quoted which, to me, are somewhat disturbing. Am I correct in assuming that 
your figure of $967 represents the average return to an operator for his labour 
and management for a whole year?—A. $967 plus $219. 

Q. How does that compare with other countries?—-A. Well, I would say 
again I probably should refer this question to Doctor Hope. However, I would 
say we on the average are probably fifth or sixth in income with other 
countries. . 

Q. What do you mean by fifth or sixth? What are the average per year, 
say, in the upper brackets of countries?—-A. Of course, you must realize that 
the average returns, for instance, in Great Britain on a subsidized agriculture 
are entirely different from Canada. Also in Australia, South Africa, United 
States; we are practically alone in that we are showing relatively nearer the 
true net returns of agriculture than any other country in the world because all 
of them are operating under: subsidized systems. 

Q. Do I understand your answer to convey the impression that in Canada 
we are showing the best possible returns for an operator for his labour and 
management than any other country in the world?—-A. I am not saying the 
best possible returns. 

Q. Or the highest?—-A. No. Not the highest either. I am saying thie and 
this is rather involved—that our system of support prices that are operating 
in our whole agricultural policy—and I am talking of governmental agricultural 
policy as of now in comparison with other countries in the world—is perhaps 
the nearest to the free market. 

Mr. Arcur: Nearest to nothing. 
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By Mr. Crestohl: 


Q. Would you consider it reasonably satisfactory?—-A. I do not want to 
get involved in agricultural policy, sir. The answer is no. 


Mr. ArGurE: Hear, hear. 


By Mr. Crestohl: 

@. The answer is no because you quote those figures $967 and $219?—A. 
That is part of the answer. 
; Q. The figures which you have established are an average over the past 

29 years?—A. Yes. 

e @. Can you tell us what those figures would be, for example, during 
the past 5 years?—A. I think the average would be—again I would rather 
refer this question to Dr. Hope. It is_an estimate as far as I am concerned 
_and I hope you will consider it as such; but I would say the average would 
be around perhaps $1,400 or $1,500. 

Q. Could you get the figures for us?—A. Vee. 

‘Q. Why did you just pick 29 years for the determining averages? Why 
did you not pick 59 years? The average would be much lower if you had.— 
A. Yes. 

Q. Why did you pick 29 years?—A. From 1925 to 1929, in the policy 
committee’s estimation—and we discussed this thing in submitting a brief on 
_ support prices and so on to the government last year and again this year—we 
felt that 1926-29 gives the fairest picture of the relation of parity with agricul- 
ture with respect to our economy. Since that time we have had the depression 
—the dirty thirties—plus war, then post-war, and so actually, in order to 
get what we considered a fair average in relating the best of our economy, 
that is the reason we picked those particular 29 years. 

Q. We were talking before about the making of loans. If you yourself 
could imagine yourself in the position of making loans to farmers, would you 
ask for greater or lesser security than what the Farm Loan Board is asking?— 
A. Less. 

@. You would ask for less security?—A. Yes. 

@. And you say that in all seriousness if you were a private lender of your 
own funds?—A. Well, I would say that if it is looked upon as a long-term 
investment; and I would say the records of the farmers, and in particular 
the record of farmers on farm loans, has been exceedingly good over the 
whole world—I am not speaking of Canada only. I do not think Canadian 
farmers are entirely different from anyone else. 

Q. If you would expect personally less security, do you also say with equal 
frankness that you would ask for lower rates of interest? 


Mr. ARGUE: I think it is assumed that the witness is frank; I think that 
is assumed. 


By Mr. Crestohl: 

Q. The witness can answer for himself. He does not need your protection. 
—A. I will take this one on; leave me be. Again I would have to refer you 
to this, that agriculture is a special industry and has to be considered as such. 
Generally speaking, agriculture across all the world is in the lower relationship 
with other sections of the economy. So, if we are going to have an efficient 
farm credit system we must consider agriculture in a special category, and 
this suggested 34 per cent is the lower interest rate. 

Q. My question, was, if you personally, Mr. Brodrick, were a financier 
and were lending money as your business; you said before you would ask 
for less security than what the board requires now. That is clear. Is that 
right?—A. May I clear that one up? 
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@. Yes.—A. If I was in the position of the Canadian Farm Loan Board, 
I would. 

@. What do you mean if you were in the position of the Canadian Farm 
Loan Board?—A. It is nonsense—if I may use the word—that a private investor — 
is going to go out and lend money for less interest. 

@. That is what I would like to have. We will draw the conclusions. I 
would like a frank answer from you.—A. Is that frank enough? 

Q. I still do not understand it. Apart from the glee that some gentleman 
find in the work of this committee, in all frankness, today, if you were a 
private lender of funds—we will make the comparisons and draw the conclu- 
sions later when we are discussing it—would you ask for more or less security 
than what the Farm Loan Board is asking now?—A. I would ask for more. 

@. And would you ask for more or less interest than the Canadian Farm 
Loan Board is now asking?—A. I would ask for as much as I could get. That 
is what money lenders usually do. . : 


Mr. CRESTOHL: Thank you very much. 


yg 


By Mr. Bryson: 


@. Mr. Chairman, I have no fault to find with the findings in the main 
brief; I think they are very well laid out. But I do find in the recommendations 
that there are one or two questions which I would like to ask the witness. 
First of all, in the brief he says that farmers need $15,000 to $16,000 for an 
economic unit, and how do you reconcile the recommendation that $9,600 
would be enough money? Sixty per cent of $16,000 figures out, according to 
me, to $19,600. Now, if a man is going to get $16,000 would it not be better 
that he should get all of the $16,000 from the one source? We have to stabilize 
agriculture and I think the answer to Mr. Crestohl’s question. possibly is that 
private lenders are not interested in stabilizing agriculture, and they are.— 
A. That is right. 

Q. They are interested in stabilizing their own private interests. 

The CHAIRMAN: Have you not misread that? I believe it was 60 per cent 
of a value which would permit a loan of $16,000 to $20,000. 

The WITNESS: That is right. 


By Mr. Bryson: 
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required. 


Q@. I would like to ask you why you did not recommend that the assess- 
ment be used? Now, I say that because at one time I had some experience 
with an assessor, taking him around, and I saw how he valued the land. They 
‘take a shovel and look at the soil and so on. Land is sold largely in the fall 
and in the spring. If it is sold in the fall when the snow comes the assessor’s 


q 


hy > 


BANKING AND COMMERCE | 75 


hand is tied and the loan is held up for six months. The particular fellow I 


‘went around with said that under ideal conditions six months would be an 


average. If the assessment was taken into consideration it would remove a 
great deal of delay within the winter months.—A. I know in Ontario assess- 
ment values vary very greatly from county to county and from township to 
township; it would be absolutely impossible as far as Ontario is concerned. 

Q. That is the answer. I am not acquainted with it—A. However, the 
assessed value has some relationship to the sale value. You could possibly figure 
that relationship, but not to take it as the true value. f 

Q. I did not mean that. I meant that his judgment would be based on 
the assessment.—As far as Ontario is concerned as between counties one is 
low and one high, and so on. 

@. In recommendation (j) you say: first mortgages should be available 


on the security of land without buildings being taken into consideration. Now, 


in the province of Saskatchewan that has applied in the case I pointed out. 
—A. The Canadian Farm Loan Board? 


Q. Yes. Buildings were not taken into consideration—A. May I ask you, 
sir, was that a question of a farmer who had buildings and was purchasing 
another piece of land without buildings? In other words he was expanding 
his operation? , 

Q. No. There were buildings on the land in each case.—A. That is different. 
The reason that this recommendation is in is primarily because of the young 
farmer who was willing to live with his father on his father’s farm, was going 
to start on his own and was purchasing land possibly without buildings. It 
is the policy of the Canadian Farm Loan Board at present that they will not 
grant a loan on the land without buildings. He must live on it, in other words, 
in order that a loan may be granted. It is also the case where, for instance, 
a farmer as I mentioned previously through mechanization has to increase the 
size of his farm; actually more buildings are a detriment in so far as that 
particular case is concerned. He might wish, because of lack of capital 
possibly, to place a mortgage on the whole farm to expand and could operate 
more efficiently. Those are the two principle reasons why we are suggesting 
that loans should be granted on land alone without buildings. 


By Mr. Carrick: 


Q@. Mr. Brodrick, I have just a couple of questions. You were asked some 
questions about the length of time involved in getting a loan through. I know 
you want to be fair, but the impression one gathers from your brief and from 
what was said is that you think there is unnecessary delay on the part of the 
Canadian Farm Loan Board. Mr. Chester was asked about that and he said, as 
I recollect it, that as far as the Canadian Farm Loan Board was concerned 
he does not think there is any unnecessary delay, but that there was delay in 
completing transactions for reasons which did not lie within the control of 
the board. Have you-taken this up with the Canadian Farm Loan Board to 
ascertain the causes for the assumed delay?—-A. The committee had a discus- 
sion with some officials of the Canadian Farm Loan Board a matter of a year 
or so ago, and that was among the questions asked. 

@. You were not a member of that committee?—A. Yes. 

Q. What were the delays that you learned of at that time that could have 
been avoided?—-A. Well, of course, in so far as the operation of the Canadian 
Farm Loan Board is concerned, their story and the stories we sometimes get 
from the farmers vary. I am not saying either one is right. I am not accusing 
anyone, but I am saying this: that because of the need for legal assistance more 
staff is, possibly, necessary within the Canadian Farm Loan Board itself. 
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Q@. But Mr. Chester states that legal work is done outside the farm loan 
board?—-A. But it is necessary in order to obtain a loan—is that correct? 


| Q. I am not familiar with the procedure, but I was taking Mr. Chester’s 
statement at its face value.—A, That legal work has, of necessity, to be done— 
the drawing up of mortgages and so on. Those are normal transactions in any 
business. 


@. Has the farm loan board any control over the length of time that takes? 
—A.I do not think they have. But should they have? That is the point. 


Q. Well, I do not know. I am just asking. 


By Mr. Macdonnell (Greenwood): 


@. You could change the solicitors. Would not that be an effective control? 
—A. Several things could lead to delay—for instance, the speed or lack of 
speed, with which the property has been assessed after the application was 
made; possibly, also, incorrect information appearing on the application be- 
cause of lack of understanding of what was required. All these things can 
lead to delay; also you have to take into account that often the land is covered 
with snow in the wintertime. 


By Mr. Carrick: 


Q. You would not blame the Canadian Farm Loan Board for that?— 
A. No, but all these factors add up to delay, delay, delay. 


@. When you speak about this delay, you do not say it is necessarily due 
to the fault of the Canadian Farm Loan Board?—A. It is due to a combination 
of factors, not necessarily all due to the Canadian Farm Loan Board. But the 
whole thing is this: that the amount of “red tape” considered necessary with 
regard to an application for a loan from the Canadian Farm Loan Board 
sometimes drives people away from the Farm Loan Board to the private loan 
companies, even though the latter charge a higher rate of atest s and we do 
not feel that that should be so. 


Q. One other question: you were saying about the Canadian Farm Loan 
Board that it was “taking the cream of: the mortgage business”. Now, from 
your contacts with the Canadian Farm Loan Board, have you any knowledge 
of the applications which they received and which they rejected?—A. No, no 
exact knowledge. 


@. When one speaks of “taking the cream of the business”? one usually ~ 
thinks of taking the best business, the business that is most profitable?— 
A. That is right. 


Q. If you have no knowledge of the propositions which they have re- 
jected, are you in a position to say they are taking the cream of the business? 
—A.I presume you are a legal man, sir. I would say this: that from the fact that 
the Canadian Farm Loan Board has only taken about 15 per cent of the farm 
loan business and in view of the loss ratio which the board has suffered— it 
has been almost nil; in fact the board is making profits—the conclusion could 
be drawn that if they are not taking the cream it is near the top. 


Q@. You make the statement that they take the cream of the business 
because they have made a profit. and because their ratio of loss is small, only 
15 per cent. Beyond that you do not make any serious assertion that they 
are refusing business which they ought to take?—-A. No. It is a combination 
of factors, sir. This factor of delay is one thing which makes farmers hesitate 
to use the services of the Canadian Farm Loan Board. That as I say, is one 
factor and it is possibly among the most important. The question of this 
rather involved form of application is another. 
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~Q. What has that got to do with “the cream of the business’? we are 
talking about?—A. Well, it all tends to drive the farmer away from the 
Canadian Farm Loan Board. 

i Q. I have a little difficulty in following you.—A. I think, sir, you have to 
j understand the farmer’s approach to this particular problem of farm credit. 
; 

% 


I think we all have to realize this, that there has always been a hesitancy on 
the part of most farmers to use existing sources of credit such as the banks. 
Farmers hesitate even to apply for credit money and anything that stands 
in their way—although they may need the money—tends to drive them in 
the direction of the easiest door to which they can find entrance. It is just 
part of a farmer’s make-up. 

Q. Reverting again to this assertion that the board takes the cream of 
: the business—you are not asserting or implying that the Canadian Farm Loan 
a Board refuses business which they ought to be taking?—-A. No, I do not think 
they actually refuse business. 


By Mr. Fraser (Peterborough): 


a Q@. I have one or two questions which I would like to ask. On page 6 of 
othe brief ‘it says: 
4 “In this connection, it should be kept in mind that to give special 
low interest rates to young farmers may be, in part, self defeating 
A because of the tendency such low rates would have to increase the 
q demand for farms and push up land values.” 
, Now, in the recommendations in paragraph 4 (a) you say the length of 
the repayment period should be extended to 40 years. Does not one proposi- 
tion contradict the other?—-A. We are recommending no special concessions 
_at all to young farmers in this particular brief. We are recommending a gen- 
'. eral policy for all farmers which, we think, would be of benefit to the entire 
industry. 
: Q. Still, you would give a young farmer 40 years in which to repay ?— 
A. Oh yes. 
Q. You mentioned some time ago that the “red tape’? of the form was 
: driving people away from farm board loans to other sources of money. Do 
Rh you mean by that that you think, or feel, that the Canadian Farm Loan Board 
| has too much “red tape’’ connected with the application?—-A. Let me put it 
this way: I think I am right in stating that the majority of farm credit is held 
by local individuals, retired farmers and people of that sort—local gentlemen 
who know the details of the individuals and of the particular transactions in 
which they are engaged. They are thought of in terms of “fold Bob down the 
road” and it is easier for a farmer to borrow money from a source of credit 
of this kind, although he may have to pay a little more for it. A farmer just 
goes along and talks with an individual who says: “Okay, I agree to lend 
you so much money.” On the other hand you have this rather involved form 
of application presented by the Canadian Farm Loan Board wanting to know 
how many fillings you have in your teeth, and so on, and whether they are 
gold or silver. 
Q@. You mentioned that the farmer has an objection to things of that sort; 
would you not say that the average individual, no matter whether he is a 
F farmer or not, would have a similar reaction?—A. I cannot answer that because 
: I am not an average individual; I happen to be a farmer. I say I don’t like it. 
The average individual can answer for himself. 
Q. That is a really good answer. 
I have just one other question. You mentioned that on account of “red 
tape” and one thing and another a farmer might prefer to go to a private indi- 
vidual, such as a retired farmer, in order to raise a loan even though he would 
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have to pay a little more. Is not that source drying up now owing to the fact 
that the majority of these retired farmers are putting their money in stocks, 
common or preferred?—A. That might have happened quite recently, sir, but 
I will say that up until the past three or four years— 

Q. That is what I mean—in the last four or five years?—-A. I cannot answer 
that question accurately sir. It would only be a guess. 

Q. That is all. 


By Mr. Huffman: 

Q. I would like to refer to page 6 and make an observation, Mr. Chair- 
man. It is stated on page 6: 

It should also be kept in mind that to give special low interest rates 
to young farmers may be, in part, self-defeating because of the tendency _ 
such low rates would have to increase the demands for farms and push 
up land values. 

Then, on the following page, you suggest that if the Canadian Farm Loan 
Board were to extend its operation the board should, be ‘able to reduce its 
present interest by at least one and a half per cent. 

Then again, in your recommendation at paragraph 4 (d) you say this: 

Reduce the interest rate charged on first mortgage loans from five 
per cent to the cost of the money plus the legal reserve, leaving admi-, 
nistration costs to be borne by the government. 

I was just wondering what you consider to be of more importance to 
the borrower—the reduction of the interest rate or the observation which you 
make here that if the interest rate were reduced appreciably no great benefit 
would result, on account of the increased land values——A. I think we are 
taking two things into consideration there. I think I tried ‘earlier to explain 
what we had in mind in paragraph 6, which refers to young farmers. We are 
making no special recommendation here insofar as the young farmer starting 
to farm is concerned. The whole thing is based on the ability of farmers to 
repay. We have tried to show that the average interest on, capital is roughly 
around three and a half per cent across Canada. I think, with regard to the 
other interest rates mentioned on page 7 of our statement, we say: 

In all, the board should be able to reduce its present rate of interest 
by at least one and a half per cent. 

This would bring the rate of interest down to, roughly, three and a half 
per cent. 

With regard to the recommendation made in subparagraph (d) I think the 
explanation has been given in the paragraph just referred to. We surmise that 
by a more aggressive loan policy on the part of the Canadian Farm Loan Board 
and by the government absorbing the cost of administration it would be possible 
to reduce the present interest rate from five per cent by one and a half per cent 
to three and a half, per cent: 

Q. There is one other question I would like to ask: was there a period, 
recently, when agriculture returns were, in terms of percentage, ahead of 
industry and labour—on the basis of 1925-1929?—-A. No. I think the figure 
might have been slightly above the average in 1951. Mr. Hope would have to 
answer that question; I am sorry that we cannot, apparently, call him in, But : 
I think it was in 1951 and only in that year that the agricultural rates achieved 
parity. 

The CHAIRMAN: Gentlemen, there is another meeting set for 3.30 this after- 
noon, and Mr. Macdonnell has a few remarks to make on this. 

Mr. MAcCDONNELL (Greenwood): Thank you, Mr. Chairman, I would like 
to raise a question which I raised at the steering committee but did not press at | 
that time. Is it necessary at this early stage of our committee meetings to sit 
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twice aday? I would urge that it is not necessary, particularly while the budget 
_ debate is on. We could, perhaps, defer holding afternoon sessions without 


taking up the time of the committee in a long discussion, and in order to sound 
out the feeling of members I propose to move to that effect. 

I feel, myself, that attendance in the House of Commons during the budget 
debate is something which I, personally, feel desirable: I suppose I had better 
be honest and tell the committee that I think my own leader is speaking this 
afternoon and that I should like to be there on that occasion. Also, I believe, 
Dr. Hope lives in Ottawa and I imagine he would not be too greatly incon- 
venienced by attending on another occasion. 

I therefore move that the committee do not sit this afternoon or, let me put 
it this way: 

I move that committee sittings be held only in the morning today, 
and-until the chairman brings the matter to the notice of the committee 
again. 

This would be done according to your own judgment, Mr. Chairman, if you 
felt we were lagging behind and the pressure of business justified it. 

The.CHAIRMAN: I feel that right now, of course, but members of the 
committee have heard the motion. Is there any seconder? 

Mr. CRESTOHL: I think the request is very logical and I would be pleased 
to second the motion. fe 

Mr. Carrick: May I ask whether the committee is through qustioning Mr. 
Brodrick as a witness? : : 


The CHAIRMAN: There are no further questions on my list. 

Mr. BaLcom: Could we ask additional questions if we sit this afternoon? 

Mr. ARGUE: I can understand the need to speed things up as much as pos- 
sible as I can see some need for holding two meetings today, let us say, and 
two meetings on Thursday if the committee’s sittings are to be confined to 
Tuesdays and Thursdays. I am going to support the motion, but I can also say 
that as far as I am concerned I think the committee could meet on a Monday 
and also on a Friday. 

The CHAIRMAN: Except for this fact—that there are a great many members 
of the committee who are away on Mondays and Fridays. 

Mr. ARGUE: We might reduce the quorum and so adjust the matter. 

The CHAIRMAN: There are no further questions down here, but we are not 
exactly through with the witness. I think it is time we moved on with this bill; 
if we do no get it through the House of Commons and into the Senate we will 
not get it into operation this year. 

Mr. HENDERSON: We should remember that Dr. Hope has come -up here to 
give evidence and that we have set the hearing for today. There are probably 
others who are involved, and I think it is unfair that they should be asked to 
stay over. 

Mr. CHARLTON: I think it was understood that Mr. Brodrick would not be 
asked any further questions and that Dr. Hope would carry on. 

The CHAIRMAN: I may say that Mr. Brodrick’s home is in St. Catharines. 

Mr. QUELCH: If the witness lives outside of Ottawa and would have to 
come back, then we should have a meeting this afternoon. 

Mr. CHARLTON: I think it was understood that Mr. Brodrick was not to be 
asked any more questions and that Dr. Hope would carry on. 

The CHAIRMAN: Unless anyone else has any further questions—Mr. Bro- 
drick’s home is in St. Catharines. Dr. Hope, I believe, lives here. 

Mr. CRESTOHL: Could we not sit tomorrow morning? 
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The CHAIRMAN: Yes, but let us sit today and get the bill through so it 
ean get into force. It is “stall”, “‘stall’, ‘‘stall’’, all the time. We want to 
get the bill through the House of Commons and into the Senate so it can be 
implemented, and so that the people can borrow money. 


Mr. ArGuE: And we want to get a better bill. This bill is not good enough. 


The CHAIRMAN: I know you do. Mr. Argue is not going to get a better bill. 

Mr. ARGUE: Then no one will get a better bill. That is just more insolence. 

Mr. Carrick: I think we ought to consider the convenience of the witnesses 
as well as the convenience of the members of the committee. 

Mr. ARGUE: There is a good explanation now of why the chairman did 
not want witnesses heard at all. : 

The CHAIRMAN: You get them here and then you do not want to hear them. 

Mr. CHARLTON: Are there any other witnesses from outside of the city 
to be heard today? 

The CHAIRMAN: As far as I know there are none. 

Mr. HoLLINGWORTH: Perhaps you would ask the committee if anyone else 


wants to question the witness, and, if not, I would be willing to wait until 


tomorrow. Otherwise we should sit this afternoon. 

The CHAIRMAN: If anyone wants to ask any more questions of the witness, 
the witness is here. I do not want any more suggestions that we are stifling 
examinations of witnesses and that we do not want to: hear representatives 
from agriculture. Does anyone want to question this witness? 

Mr. MACDONNELL (Greenwood): I imagine Mr. Brodrick would not think 
it unreasonable, if there were a dozen of us whose convenience would be 
helped by not sitting this afternoon, and perhaps we could sit right on now. 

Mr. ARGUE: The question. aye 

- The CHAIRMAN: You have heard the motion. The motion is that we do not 
sit this afternoon, and that the next meeting be held at the call of the chair. 

All those in favour? 

Mr. Carrick: Is the motion that we do not sit this afternoon? 

Mr. ARGUE: Could that motion be read? 

Mr. MacEacHENn: Is it clear that Mr. Broderick is @niched? ! 

The CHAIRMAN: That is my understanding. The motion is that we do not 
sit this afternoon, and, as I understand it, that the next meeting will be at the 
call of the chair. 

All those in favour of the motion? 

Agreed. 

The CHAIRMAN: I declare the motion carried. 


APRIL il, 1956, 
11,00 aan 


The CHAIRMAN: Gentlemen, we have a quorum and I suggest we begin. 
The first witness who will be appearing before you today is Dr. Hope, the 


Economist of the Canadian Federation of Agriculture. I will ask Dr. Hope to 


come forward now and give his views. Immediately afterwards, he, will be 
available for questioning by members of the committee. If members have 
questions to ask I would appreciate it if they would reserve their questions 
until Dr. Hope’s preliminary work is done; perhaps they would also indicate 
their names to me and I will keep a list in order of their requests. 
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‘Dr. E. C. Hope, Economist, Canadian Federation of Agriculture, called. 


_ The Witness: Mr. Chairman and gentlemen, I consider it a privilege to 
be here today to add what I can to the remarks Mr. Brodrick made yesterday 
on behalf of the Canadian Federation of Agriculture on this very important 
subject of long term farm credit. 


I think I might begin by answering a couple of questions which were put 
to Mr. Brodrick yesterday and to which he did not have the answer at that 
time. One question put to him was this: why do we take the period 1926-1954 
as a basis for our analysis of probable long term net earnings of agriculture in 
Canada? I did the work, so I guess I can answer the question. The Depart- 
ment of Agriculture—or rather the D.B.S.—publishes net income figures for 
Canadian farms only with regard to the period since 1926, and therefore we 


_ took the longest possible period we could, namely the period from 1926 to date. 


We had no other motive than that of seeing the long term result of farming 
in Canada. 1954 was the last year for which official figures are available for | 
Canadian agriculture. 


~ The next question asked was what would the net income situation be—or 
the net earnings picture—for the last five years? Using the same method of 
calculation as appears in the table in our brief, I worked out yesterday after- 
noon that for the five years 1950-1954 inclusive the average farm operator 
would receive 34 per cent on his average capital, and the average capital for 
that period reported by D.B.S. worked out to $15,457. I may say, of course, 
that D.B.S. does not work out the average per farm. They give the total figure 
and we have to divide that by the estimated number of farms in Canada. That 
is how we get the figure of $15,457 as the average farm capital for that period. 
In addition to the 34 per cent earned on that investment the farmer received 
hired hand’s wages, which for that period amounted to $1,391, plus a bonus, 
as it were, of 68 per cent above that. Members of the committee will recall that 
the table in the brief showed that over a long period the farmer apparently 


‘received a 34 per cent return on his average farm capital, hired man’s wages for 


his own work and an average bonus of 30 per cent more than a hired man’s 
wages. For the five years I have been quoting, that bonus was 68 per cent. I 
might add also, Mr. Chairman, that I believe the five year period from 1950- 
1954 is probably, on the average, one of the best periods. So in one of the best 
periods, the farmer has received this return on his investment: hired man’s 
wages plus 68 per cent, which also covers returns for labour from his family 
who help with the work, because family help is not included. 


There may be other questions, the answers. to which Mr. Brodrick was 
not clear on and which I have forgotten. However, some member of the 
committee may raise them, in which case I will attempt to answer. The 
questions I save answered, Mr. Chairman, are the two I picked out. 


The CHAIRMAN: Mr. Johnson, you had a, question to ask. 


By Mr. Johnson (Kindersley): 

Q. Dr. Hope, do you feel that in the Canadian economy at the present 
time while we are in a period of population transition, and when in many 
eases sons are taking over their fathers’ farms, there is a need for specific 
consideration being given to establishing young farmers in Canada agricul- 
ture?—A. Yes, I think there is. It is not so much that we need it any more 
now than, say, 20 years ago; we have always needed it, and this transition is 
always taking place, but I think the difficulties of making the switch today 
are greater than they used 'to be. I refer now to a time some years ago when 
this country was in horse farming. A young man could start farming by buying 
a team of horses and some horse equipment, and it was not a very expensive 
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process. He might even buy four horses with the usual equipment, and then 
he could start farming. Today he cannot start by getting a team of horses: 
he has to buy a small tractor which represents quite an investment—this 
power machinery is more expensive, relative to the work it will do, than ma- 
chines worked by horses. In addition, he can no longer keep his machines 
moving by raising oats and hay as he used to do. A farmer used to “raise 
his gasoline” but now he has to get credit for gas and power repairs. Thus 
he finds himself in the kind of economy where more initial capital is required 
to get started. This does not, of course, necessarily represent long term loans 
alone, but it does involve intermediate loans, and it all represents capital. 


Then again, operating expenses are greater than they were. A farmer today- 


should fertilize his land; he did\not 30 years ago. That means either raising 
a loan with which to buy fertilizer, or credit from the dealer. It is, you will 
see, a cash economy in which a man is starting out, and thus : presents 
more difficulties than it did in the past. 

We investigated this problem because we realized from letters received 
in our office and statements made at our conferences and meetings across 
Canada that'the demand for measures to help a young man get established is 
increasing. 

Q. Recognizing that need, Dr. Hope, does the Gretcnl Canadian Farm 
Loan legislation give any assistance to young farmers, and what suggestions 
would you have on behalf of the Federation for improving the Canadian Farm 
Loan Board, possibly on the basis of what they are doing in other countries 
toward the satisfaction of that need?—-A. I would not be surprised if the 


Canadian Farm Loan Board today does help a certain number of young farm- | 
ers to get established. We have, of course, no record from the annual reports. 


Q. But.the conservative policy which Mr. Brodrick drew attention to. 
Mr. FLEMING: Be careful with that word “conservative”. 


By Mr. Johnson (Kindersley): 

Q. I put quotation marks'on that. Dr. Hope, do you not think that the 
policy to which Mr. Brodrick drew attention would work with disadvantage 
against a newly established farmer?—-A. Oh yes, because most borrowers in 

agriculture tend to be over-optimistic and probably most lendérs tend to be 
over-pessimistic. That is fairly typical, and people wko have made studies of 
this problem in the United States have found that the biggest trouble facing 
those who start out farming is that they often assume too heavy. an annual 
charge. The present Canadian Farm Loan Board charges a rate of 5 per 
cent which, amortized, comes to 7} per cent, which is a fairly heavy annual 
charge, and from what we can see, as we Snalyced it in our brief, the younger 
man in such a set-up requires a very high amount of capital, perhaps $6,000 
or $7, 000 in order to get started because this is 5 per cent on a 25 year term. 

We therefore tried to work out a plan whereby any young man who had, 
say, $4,000, could start. I admit we tried to get it down to that figure. We, in 
the Federation of Agriculture, do not think that young men in agriculture 
should have something handed to them—we do feel that they have got to prove 
themselves, and one of the ways of proving themselves is to save some money. 
At least the father should realize that the boy is helping on the farm and give 
him an equity or something. With around $4,000 initial capital, if the farm 
loan period were lengthened to 40 years, and the interest rate lowered, then 
we believe that a young fellow with about $4,000 could start. That is quite a 
sum of money, even today, $4,000, unless you are in industry; and with a young 
fellow working at farm wages it would take some years to accumulate $4,000. 
In six or seven years he could just about do it. That fact has been recognized 
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throughout the world in the last ten to fifteen years, in practically all countries 
—in every country I have looked at; they have been lengthening the terms of 
long-term mortgages, from 25 now, up to 40 years; and the Quebec Farm Loan 
Act has 39 years. The Farm Credit Administration in the United States has 33 
years terms. 

There is a special branch of lending down there called the Farm Home 
Administration, and it provides a 40 year loan. The purpose is to reduce the 
annual-payments so that he will require less equity to start. I cannot see that 
it makes the loan any weaker particularly, by doing it. 

A question was raised yesterday about security and interest rates when a 
retired farmer lends money to a neighbour—and, by the way, in Canada about 
one half of the farms are financed that way. It is a risky proposition because 
the loan is to one farmer, with one type of farming, in one district,.and the 
rates are high, from 6 to 6% per cent. The Canadian Farm Loan Board lends 
on all types of farming in all the provinces, to average farmers of all grades. 
Therefore I suggest that the risk venture of the Canadian Farm Loan Board is 
far less risky than any individual lending to a farmer, to a single farmer, 
because the security of the entire agricultural economy should be and is behind 
the system. 

Therefore that is why we feel that the rate should be lower than five per 
cent, if you have any faith at all in agriculture, in total, from coast to coast in 
the different provinces and in different types of farming. Now to continue 
along a line that was discussed yesterday. The Farm Economics branch of the 
Ontario Department of Agriculture made a very complete survey of mortgage 
indebtedness in eight counties of Ontario, and they published their report a few 
years ago. This report deals with eight counties scattered right across Ontario. 
They made a very methodical search of the titles and the mortgages on those 
farms from 1900 to 1950. There were 733 farms. I shall just quote two things 
of interest. 

They found that out of 733 farms in Ontario, this sample, 8 per cent of 
those farms were always mortgaged for fifty years and were never free. They 
found that 14 per cent were mortgaged from 41 to 48 years; 14 per cent were 
mortgaged from 33 to 40 years; 17 per cent were mortgaged from 25 to 32 
years; 16 per cent were mortgaged from 17 to 24 years; 13 per cent were mort- 
gaged from 9 to 16 years; 12 per cent were mortgaged from 1 to 8 years, and 


only 6 per cent were never mortgaged. 


Moreover, they found that 50 per cent of the mortgages given in those 50 
years came from individuals who were not the sellers of the farms, while 33 
per cent came from sellers of the farms, that is the men who sold the farms 
and quit farming. Nine per cent came from loan companies and institutions; 
4 per cent came from family mortgages; 3 per cent came from governments, and 
1 per cent came from the Veteran’s Land Act, and the soldiers settlement. 

Institutions have virtually withdrawn from the mortgage field in Canada. 
For different reasons, they have withdrawn. Now we have to realize farmers 
can only borrow from individuals and the Canadian Farm Loan Board, and in 
the province of Quebec they also have the Quebec Provincial Farm Loan Board; 
and in Nova Scotia they have a provincial board; but apparently the farmers in 
Nova Scotia are not particularly satisfied with their provincial Farm Loan 
Board, because they have only last month appointed a Royal Commission to 
investigate the farm mortgage situation, or something like that—in the province 
of Nova Scotia. 

Therefore, coming back to the young man again; this problem is going to 
increase and not decrease, because agriculture is not yet fully mechanized. In 
some provinces like Quebec and New Brunswick where they are not yet very 
highly mechanized, but they will eventually become more mechanized, and 
there will be more difficulty in getting sufficient capital to start. It will require 
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more capital than now. The operating costs will need more cash as time goes 
on, and we will have more complaints of young men not able to get started. _ 

We approached this and said, “what can we do about it?” Some people 
advocate supervised loans, and we looked at that pretty carefully. But we 
recognize the fact that the supervised loan is costly. The Soldier Settlement 
Board supervises, probably, three-quarters of the loans in all. I imagine that 
if we looked at the cost of that supervision we would find that it is quite costly 
for the taxpayers of Canada. However they are doing a good job. | 

The Farm Home Administration in the United States, which I talked about 
for a moment, lends money to farmers, to young men and to older farmers, 
who are not in a credit position to borrow from any other agency, either a 
private institution or from the Farm Credit Administration; they are not 
eligible; and the Farm Home Improvement Association then, or system, will 
lend up to 100 per cent of the appraised value of those farms at 4 per cent 
tor 40 year terms. 


Every county has an administrator and three farmers who form an advisory 
committee to the administrator. Their funds come directly from the United 
States Treasury each year by a straight direct grant. All those loans are super- 
vised by highly trained individuals, men fully qualified, mén experienced in 
farming and experienced in farm management and home planning, because, 
before those loans are given to that kind of people who need guidance. A very 
complete analysis is made of the farming operation, the home set-up, the budget 
for the coming year, and for the future years. And then the man is visited 
pretty frequently to see how the plan is coming along. ses 2h 

Now they claim they are doing a good job with that type of people, but it 
is costly. The Americans consider it to be worth while. We did not advocate 
that the Canadian Farm Loan Board should step right into that field, as much 
as that, and I will say this, that when we went to our annual meeting last 
February and presented the policy committee’s report on long term credit, we 

had no reference whatever to supervised loans. 

Immediately we were attacked by our members, people getting up here 
and there, “That is wrong. Young men should have some advice, guidance”. 
We told them that the committee had studied this, and had come to the conclu-- 
sion that it is pretty costly. Therefore, we had left it. out. They insisted we 
put it back in again; so you will notice in our recommendations, which came 
right from our farmer members themselves, who said that if the young man 
is going to get a loan for 40 years at a low interest rate and up to as high 
as 80 per cent on the appraised value of his farm, then they felt that he should 
accept supervision. So, therefore we put in our recommendation that the 
loan should be supervised when considered necessary by the Farm Loan Board. 


By Mr. Johnston (Bow River): 

@. What is the meaning of that word “supervision”?—-A. This is my 
conception of supervision, when a young man applies for a loan, he has not 
got much money, we will say. Therefore it is not a big loan, and you are 
going to lend him up to the maximum, we recommend, 80 per cent on the 
appraised value of the farm. We realize it is quite high and so the risk is a 
little greater. Therefore he accepts supervision of this kind. The supervisor 
sits down with him, plans the farm operations for the coming year or so, writes 
down what kind of crops are going to be grown, what stock is going to be 
on the farm, what are the anticipated yields from crops and animals, what 
are the anticipated expenses and revenue. The young farmer must show the 
supervisor how there will be enough net revenue to service that loan after a 
moderate living allowance. . 
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Q. Are these supervisors agricultural experts?—-A. Yes. After the plan 
is drawn up, the man will be visited—how frequently, I don’t know. It would 
~ depend upon the quality of the young farmer. Maybe once a month, maybe 
_ every three months, but he would certainly be contacted a few times during 
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the year to see how he is coming along. That is where the cost comes in. 
These men, the supervisors, have to be well trained men with good judgment. 
Under the Soldiers Settlement Board and the Veterans Land Act, all their 
men are of that nature. They train them well, and I believe they are pretty 
; well qualified for that kind of work. 
‘ By Mr. Fleming: 
” @. How, in a country as large as the United States, do they achieve any 
4 satisfactory measure of uniformity of supervision in the approach of the 
"supervisors to the financial aspects of the work of supervisors?—A. It is based 
a upon the county. They take a sort of county average, and they try—their whole 
' program is based upon the county average situation, expected yields, and so on. 
7 I do not quite get your question, Mr. Fleming. I may have missed the 


exact import of it. Would you make it more specific? | ; 

Q. I think you answered it in a large part. It is a matter of concern as 
to some measure of uniformity in a country as large as the United States, 
under the system of supervision such as you describe on a supervised loan, to 
make sure there is some effective approach to uniformity.—A. It is largely 
if j 
a county type farming, and the county experience of county yields, and the 
county office is quite familiar with the local conditions there. Each individual, 
as I understand it, is related to the type of farming, the kind of farming, in that 
county. The supervisor and the three farmers who advise the supervisor 
and also pass the loan, probably in most cases would know the individual 
farmer. I am told that even down there some farms are turned down, even 
4 under that plan. They are probably turned down chiefly because they are on 
4 submarginal land. You see, there is always a danger under a plan like that that 
: you might tend to keep farmers on obviously submarginal farms. 
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By Mr. Michener: 


Q@. I would like to ask at this point, if I may, about these loans which run 
as high as 100 per cent., I think you referred to them as the—A. The farm 
home improvement loans. 

Q. Farm home improvement loans. They would be exceptional loans, I 
suppose and would not come to very much. Have you any idea of the 
proportion of loans on farms, from public funds, that run as high as 100 per 
4 Gent? A. No; Iam ‘sorry,’ Ivhave: not.’got that. 1. am sorry I have not got 
_ the exact figures. If I had known, I might have brought them with me. 

: @. It would be interesting if we could see—A. Three per cent of the 
total loans. ‘ 

Q@. The total farm loans in the United States, of public funds?—A. Yes. 

@. And how are they divided up among these three different schemes 
that you mentioned?—-A. Three per cent of the total loans, Mr. Chester said. 


By Mr. Johnston (Bow River): 


@. I am sure we are all grateful to Dr. Hope for having made such an ” 
_ efficient study the farm loans, and for the information he has given us here. 
| Do you happen to have information with regard to deterioration, say in the last 
few years?—A. Now, up to 1953 the loans were being satisfactorily serviced. 
@. The loans were quite small?—A. Yes. But I have not knowledge about 
4 1954 and 1955, but economic conditions had deteriorated a little bit. Maybe 
_ they had some trouble then, but in most cases they carried them to this extent, 
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as the administration would not force a good farmer out. The administration is 
there for building people and building farms. They are patient and they work 
with the farmer. Unless the man is a complete dud they will just help him 
along as far as they can. 

Now, we have hoped: that the Canadian Farm Loan Board would give 
a somewhat similar kind of assistance in special cases—not as extreme as l 
have pointed out, but something which would be of service, of real service to 
you men starting out. 

Now we have about $44 billion worth of land in “Canada, an agricultural 
value on farm land— about $44 billion. I do not know but I think the Canadian 
Farm Loan Board has got about $40,000,000 worth of loans out, and they loan 
about $7 million or $8 million a year. Now I do. not want to be critical of Mr. 
Chester, or my friends over on the right here, but I know you want a frank 
statement. The Federation has examined this situation and we feel that maybe 
it is the legislation—let us put the blame on legislation. In view of the fact 
that the institutions have withdrawn from the farm mortgage field, we are 
left with the Canadian Farm Loan Board and the private individual, and this 
agency is not assuming enough of the responsibility to service agriculture 
in a big way. Maybe I am wrong, but Mr. Chester will correct me on this; 
the' cost of administration of these loans probably runs about 14 per cent. 

Mr. CHESTER: 1:39. per ‘cent. 

The Witness: I thought it was roughly 14 per cent, the last time I looked 
at it. Now, down in the States a few years ago they had a loan scheme there, 
under the old farm credit administration where the loan had to be made 
to the farmers at not more than one per cent above the cost of the borrowed 
money. We thought that if this Canadian Farm Loan Board legislation could 
be adapted in such a way so that it could go all out and solicit loans just as 
a business would, then it would be doing a much greater service for agriculture. 
It would mean they would not wait back for some, people to apply to them 
for loans, but that they would be competing with other people who are lending 
money at 6 per cent and 6% per cent, and they would show.the farmers what 
their terms are. We feel they would double their business, they would double 
the number of loans, and double the size of the loans. That is to say, instead 
of the average loan amounting to about $3,500 it would go up to $5, 000 or 
$6,000. We feel that in such a way the cost of lending would be lowered a 
great deal and probably it would come down to one per cent and so the Board 
would be of real service to agriculture. This would mean a broadening of the 
outlook of the Canadian Farm Loan Board. 

For instance, my guess would be that a great deal of the increase of the 
business of the Canadian Farm Loan Board in the last two or three years has 
been in the refinancing of loans where farmers have got into default under 
the Farm Improvement Loans Act. Is that correct? 

Mr. CHESTER: I have not got the figures here. ‘ 


The WITNESS: I think it will be found that many of the loans under the 
Farm Improvement Loans Act have gone into arrears, for farm machinery 
and so on, and they have been re-financed by the Canadian Farm Loan Board. 


By Mr. Argue: 

Q. Is it the suggestion that they should be encouraged to do that? That 
would be a very bad move.—A. It is due partly to the fact that the farm 
improvement loans are for too short a term, only for three years for farm 
machinery, for instance. 


By Mr. Jonhson (Kindersley): 
Q. The figures you gave on the need for loans in Ontario will doubtless 
be duplicated in other provinces. That seems to me to point out one of the 
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3 important problems with which agriculture is being confronted today, par- 
_ ticularly when, as Mr. Brodrick pointed out, it is a depressed industry. Have 
_ you any estimate as to the relationship of undercapitalization of farms to the 


efficiency of a farm? Undoubtedly, if a farm is undercapitalized, it will tend 


to be inefficient?—A. I see your point. To a certain extent it is largely a 


matter of intermediate credit. The undercapitalized farm, as a rule, means a 
farm undercapitalized in productive equipment or productive livestock. It 
might be undercapitalized also in terms of size or area. 

@. That is the point to which I was referring, the insufficiency of land.— 
A. The percentage of such farms would be small. It is a question of judgment 


-as to what is an adequate size. In the case of Quebec, a man might be very 


satisfied with a 50-acre farm, whereas in Ontario the same type of man would 
say the farm is too small. It is a regional question. 


@. You will be familiar with the assessment setup in Saskatchewan and 
the situation in relation to the Canadian Farm Loan Board in the appraisals 
of land. Do you feel that in Saskatchewan the assessment would be a valuable 
factor to keep in consideration in making an appraisal of a farm?—A. Yes: 
I would say it would be a very valuable factor to keep in consideration and to 
use as a check. The system of rural farm assessments in Saskatchean is very 
good, probably the best in Canada. _ Actually, they do not assess buildings; 
the assessment is only on the land and is based on the productive value of the 
land, with respect to the market situation and so on. In Saskatchewan, the 
relative position or value of farms with respect to each other all over the 
province is very good, due to the different bench marks. That is to say, unless 
one changes the base, it would be related, say, to a certain price for wheat. 
The likelihood now is that it may be basically a little low because of that but, 
on the other hand, in relation one to another probably it is quite all right. 


Q@. If there were someone working as an appraiser and he took the assessed 


value into consideration, rather than appraisal, would you commend him for 


that?—-A. I would have that on my book and I would look at it. We have 
been talking about interest rates and long term rates, and also about the 
length of the term and the percentage of the loan on the appraised value. 
All these things are important but the key thing is appraisal, which is a most 


difficult thing to do. One can use certain semi-scientific methods of appraisal, 


I suppose, but after all it comes down to a matter of judgment or good basic 


opinion, a matter of your basic judgment. The Farm Credit Administration 


has struggled with that problem for years, as to the method of correct farm 
appraisal. Prior to 1930, in the United States they were pretty well appraising 
farms all over by sale value. Then came the depression and, of course, they: 
were caught badly. The Farm Credit Administration then moved into the 
field in the middle 1930’s and it was the first institution to do two important 
things. First, it gave a 25 or a 30 year amortized payment, which private 
mortgage companies were not doing, and that eased the burden on the farmer. 
Secondly, they also eased the burden on the farmer in terms of the basis of 
long-term productive values. Of course, in the 1930’s, that basis of long-term : 
productive values would raise the appraisal value considerably above the sale 
value. That helped to give the farmer a break, with respect to credit at that 
time. They have held that policy fairly well ever since then. They have been 
trying to appraise the farm on what they consider to be the long-term pro- 
ductive value. However, as the price level rises, they have been lagging 
behind the price level, of course. It may be—I do not know—that the Cana- 
dian Farm Loan Board is doing the same thing. We have no knowledge as to 
how they appraise farms. If they attempt the same thing, they also may be 
lagging behind, and that tends to give a very low appraisal value. That may 
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be the reason why their loans are so eal That may be the reason why so 
few farms can be serviced—if their appraisals are so low. 
On the other hand, I can see their problem. None of us can predict the 
price level, and we do not like sale value alone as a sound basis of appraisal. 


By Mr. Carrick: 


@. What about the value of assessment in Satiaichewane 8. I do not 
know; in other provinces assessments vary from county to county, with no 
epenel basis. The assessors are not trained. 


By Mr. Johnson (Kindersley): 


Q. In relation to the statements just made, did you feel that a technical 
qualification—for example, a Bachelor of Science in agriculture—would be — 
most desirable for an appraiser of the value of land?—-A. It would be all right 
provided the particular B.S.A. came from a farm and provided that, after he 
got the B.S.A., he went through an intensive training in appraisal work. 

Q. You say it is scientific work?—A. Yes, it is professional work. 


By Mr. Charlton: 


@. Dr. Hope will agree that the greatest daneer to agriculture in Canada 
today is the fact that so many young farmers are leaving the-farms. . It is 
a fact also that the C.H.M.C. activities result in a young man becoming dis- 
couraged ona farm. You find a young chap who, with 10 per cent down—which 
could be borrowed money—can build himself a home under C.H.M.C. and 
work in industry. Do you consider that one of the greatest factors in draining 
agriculture of young farmers across the country?—-A. You mean to say the 
fact that a young man may leave the farm and go to the city and build a 
house on a 10 per cent loan—that is one reason why he leaves the farm? 

Q. Yes. That is a factor.—A. Yes, it is a factor; but it is rather small. 
I admit you can build a home on very easy terms. Somebody has faith in non- 
agricultural pursuits, perhaps more faith than in agriculture, because you 
can, as you say, build a home on very low rates and assume that yau can 
always get a salary, a steady income. In agriculture they do not figure on a 
steady income apparently. I cannot answer it any hetter than that. 

The CHAIRMAN: I think your 10 per cent is a little bit out, Mr. Charlton. 

Mr. CHARLTON: No. 

The CHAIRMAN: It is 90 per cent up to $7,000 or $8,000. 

Mr. CHARLTON: You can still build a home for 10 per cent. 

The CHaIRMAN: What kind of a home? 


Mr. CHARLTON: Better than the homes which a lot of farmers ee in. 


By My. Charlton: 


@. Would it be fair to ask your comment on the fact that this being one 
of the greatest factors in agriculture in Canada, would the present amendments 
as suggested in the Canadian Farm Loan Board achieve what we are after 
in trying to keep younger men on the farms? Would it bring that about?—A.., 
Of the two amendments that deal directly with that point, one is the raising 
of the maximum from $10,000 to $15,000; and the other is raising the percentage 
of the loan on the appraised value from 60 to 65 per cent. They are both 
in the direction of assisting what we have in mind; but I would say it is a 
very, very small step, extending the loan from 60 to 65 per cent. Actually 
the $5,000 raise is probably of no help to the young man anyway—not the $5,000 
part. The young man starting a farm is probably going to be a small borrower 
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anyway. A $10,000 loan to this young fellow would probably be plenty, so 
the raising of the maximum by $5,000 does not help him there. The only thing 
which may help him is reducing his equity 5 per cent to get him started. It 
has not tackled the basic thing, which is reducing the annual payment. 

@. Lengthening out the period?—A. Yes: reducing the annual payment 
is the key thing. You can pick up any kind of literature you want, published 
by the Farm Credit Office—and they publish lots of them—on young men start- 


_ing farming, and they always point out that the annual payment is the thing. 


The point is, if you want to make it reasonably small, you have to lengthen 
it to 40 years and try to get the interest rate down. This amendment does 
not touch the length of period or the interest rate. Another feature which it does 
not touch is this question of the prepayment of loans. 

We have recommended a system whereby a man would be encouraged to 
make his normal payment in a good year, and an additional payment into a 
fund on which he would draw interest. Every time there is a good crop he 
puts more money into that fund and draws interest. When a poor crop comes 
along he is paid up-to-date because the money comes out of the fund which 
he has put into. This is an amendment which was brought into effect in the 
United States two years ago on the F.C.A., that can be put into this act with 
no harm to anybody; but it would not, be of much use unless the administration 
of the Canadian Farm Loan Board brought it to the attention of farmers and 
pressed them to take advantage of it in good times. 

@. In your opinion the extension of the loaning period is one of the most 
important factors?—-A. Very important. 

@. Would you say the interest rate decrease would be of next importance, 
or supervision of the loans?—A. I do not stress supervision too much; it is 
difficult.. If we stress supervision—it is true that the Federation has asked for 
it—that is Federation policy and I cannot step beyond their policy. But I 
recognize if we are going to ask for supervised loans then you are going to 
have to change a lot of the administration of the Canadian Farm Loan Board. 
There will be a big change made. You have got to have more highly trained 
inspectors, inspectors more highly qualified, and schools for them, because the 
system would stand or fall, depending upon the appraiser and supervisor who 
visits the farm. It would depend upon how good the man is who visits the 
farmer, how practical is he, is he going to be kicked out the door by the far- 
mer’s wife, and is he going to be well trained, intelligent; they are hard to find. 
Some day, however, we may have to have this type of man. 

Q. In your opinion would local farmers in certain districts concerned, that 
is practical farmers who may have retired or farmers whose farming operations 
may not carry them the full time, who may have some time which they could 
spend in this sort of work, be suitable as appraisers? Do you feel they would 
be adequate to take on the job as appraisers under the existing Canadian Farm 
Loan Act?—A. I think they would be adequate as appraisers provided they 
were given additional training. I would say you cannot pick up a farmer—I 
do not care how practical he is—and send him out to appraise a farm. There 
are a lot of things to take into consideration. If he is an intelligent farmer 
he would of course pick up the information you want him to use very rapidly. 
I would not underwrite him because he is not a B.S.A.; but it is partly a 
question of training him and having a policy fixed as to the basis of appraisal. 

Q. I thought probably the local touch there with an appraiser would have 
a certain amount of value because he would not have to make so much outside 
inquiry as to the productivity of a farm as someone coming in there.—A. That 
is partly why we recommend advisory committees. It is a thing which was in 
the act and never used. We thought that the advisory committee of. farmers 
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within a given region would probably know the surrounding territory, and 
in many cases may happen to know the farmer personally, and Aina be of 
assistance and help. 


Q. Would it be possible to use one or all three of the members of that 
advisory committee as part-time appraisers and then they could get together 
to talk over the situation?—-A. We had in mind operating farmers who would 
not have the time to go and work appraising farms. | 


Q. Not full-time, but part-time.—A. They might. 


@. In your opinion is there any established formula for appraising the 
productivity of a farm?—-A. Well, there is no recognized formula that all 
agricultural economists or land economics experts would agree on as being 
the formula. There are a number of systems. I do not know whether I 
should take the time to explain them. But there are a number of systems of 
appraisal. One of the common methods is the capitalized net earnings method, 
where you attempt to get, say in Ontario, the rental value of the farm lands 
at so much per acre—say $4 an acre; and you subtract. off that the rent the 
landlord pays—or rather subtract the taxes the landlord pays, and get a net 
figure of $2 an acre after taxes, and you capitalize that by dividing by a 5 
per cent interest rate which would give you $40 an acre value of land. That 
is a fairly common check. Out west they do not take the cash rental; they 
take a share of the crop and they take the taxes off that and any other 


expenses paid by the landlord; they value the landlord’s share of the crop at. 


a certain price and capitalize that again by dividing by a.certain interest rate; 
but then there is the argument of what interest rate to use; if you use a 3 
or 4 per cent rate you get a different answer to your farm value. Economists 
have argued for long periods as to what should be the proper capitalization 
rate to divide by. Then, you have the other method of sale value—the 
long term average sale value for the district, with adjustments. There are a 
lot of different methods, and no method is perfect. I think that if I were 
appraising a farm I would use three or four methods, look them all over and 
find what seemed in my judgment or opinion \gives the best overall picture 
for safe loaning: I would work out more than one calculation, because nothing 
is perfect. 


Q. Did I understand you to say a few moments ago, Dr. Hope, that there 
were several farm improvement loans being paid off by the process of trans- 
ferring the loans to the Canadian Farm Loan Board? Have you definite 
information on that?—-A. No, you would have to find that out definitely from 
the Board, but I was told by a number of farmers out west that when things 
got bad out there a year or so ago, and they could not pay their farm improve- 
ment loans, they took out loans from the Canadian Farm Loan Board, to 
refinance their farm improved loans, to avoid falling into arrears in the 
payment of farm improvement loans at the bank. Some of that has been done. 


Q. That would point, perhaps, to difficulties in the working of the Farm 4 


Improvement Loans Act, would it not?—-A. It would point to the fact that 
maybe a three year term of repayment on farm machinery is a little short, 
sometimes. After all, farm machinery will last a lot longer than three years. 


Mr. HUFFMAN: That is all. Thank you. 


By Mr. Tucker: 
@. I was very interested in your Federation brief at Page 6, Dr. Hope, in 
which you say: 


Various provinces (Quebec, Ontario, Nova Scotia, New Brunswick) 
have special legislation for providing credit to young men, in ways 
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suited to the provinces’ special situations. On a national basis, it is 
doubtful that any special lending plan or lending agency is required 
to deal with men starting in to farm. 


I ask you about that, Dr. Hope, because I have often wondered why, in 
the province of Saskatchewan, they entirely withdrew from the farm loan field 
on a provincial basis. I take it from your brief that you consider this was an 
improper action to take in the light of the experience of Quebec, Ontario, 
Nova Scotia and New Brunswick. I wonder if you would comment on what 
contribution has been made on a provincial basis in those provinces and tell us 
what you think in regard to the provinces which are not in that field?—-A. First 
of all, Mr. Tucker, I will say that the wider the lending area, or the basis. of 
a credit agency, the less the risk amounts to. A national organization is in the 
position of operating at less risk than a provincial one, especially with respect 
to western Canada. For instance, the Saskatchewan Loan Board were lending 
in one province subject to high variations of yields and prices, and that is 
probably one of the reasons why they could not function satisfactorily. It is 
true that in a province such as Quebec or Ontario that is not such an important 
factor, and that incomes do not vary so much. Ontario at one time was in the 
farm loan field, but they withdrew as Saskatchewan did. I think Alberta 
was also in that field but later withdrew. I am not sure what was the reason 
for Ontario withdrawing. Quebec has an act which is quite generous—a pro- 
vincial act that makes loans at the present time of, I believe up to $7,000 at 
an interest rate of only 24 per cent repayable over 39 years. I understand 
that they have done a lot to help Quebec farmers and to establish young men 
in that province. Farming there is already, I think, what might be called a 
subsidized industry. I am not sure what the Nova Scotia terms are now. 
Ontario came back into the lending field about two years ago with an act to 
assist young farmers, and that province will help young farmers up to the 
age of 35 years under a scheme which provides for loans up to 75 per cent of 
the appraised value of the land for, I think, 25 years. The provincial govern- 
ment was under great pressure from the farmers to do something to help the 
younger men, but I am not qualified to say just how successful that act in 
Ontario has been. I do not think it has been used a great deal. 

I am not very keen about provincial acts. I cannot see why we should not 
treat this question in a national way under an arrangement whereby we could 
get money a little cheaper and spread the risk over the entire agricultural 
economy for every type of farming. 

Q. I took it from the brief, Dr. Hope, that you are differentiating between 
ordinary lending and this problem of helping a young fellow to get started. I 
thought, from the brief your organization presented, that it considered that 
this was a matter for the provinces rather than one to be tackled by endeavour- 
ing to set up an over-all farm loan plan.—A. I do not think so. Where could 
you read that, Mr. Tucker? | 


Q. It says on page 6 of your brief: 

“On a national basis, it is doubtful that any special lending plan or 
lending agency is required to deal with men starting into farm.” 

A. Yes. 

Q. And this is based upon the fact that these other provinces mentioned 
have special legislation for providing credit to young men—legislation suited 
to the special circumstances of the particular provinces. I took it from the brief 
that you thought this was a special problem and that the provinces should give 
some attention to it. I gather from what you said that Quebec has done so, 
though, of course, conditions vary from province to province. 
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I also find this on page 4 of your brief: 


Junior Farmer Loans in Ontario and Land Settlement Board loans in 
New Brunswick and Nova Scotia were of considerable importance (as is 
the Quebec Farm Credit Act). 


That was the opinion given—that these junior farmer loans in Nova Scotia 
and New Brunswick were of considerable importance. I took it from that that 
all these provinces were making some attempt to deal with this question of 
helping young farmers to get started, and I also took it that your organization 
was in agreement with that view. Now I understand from you that they are 
not.—A. No, they are not in agreement with that view. It is, of course, obvious 
that in provinces where these schemes exist, when inquiries are made the 
answer will be given that they are used quite a lot. The other provinces where 
schemes do not exist were, of course, not be mentioned. 


We were thinking of whether or not there needed to be special federal 
legislation to assist young men as distinct from other farmers, and we finally 
said: no. If we take loans from 60 to 80 per cent of the appraised value— 
smaller loans which will be the loans to young farmers, up to 80% of the 
appraised value—and make them 40 year loans; then the young man could 
come in very successfully under that arrangement. On the other hand, the 
large loan— the $20,000 loan—is only 60 per cent of the appraised value of the 
land, so the young man would probably fall not into this category but into the 
category of the small loan. So we figured that the situation would be covered, 
and that we would not need any special legislation provided for young farmers 
providing—and always providing—the period of repayment is 40 years. 


Q. Did not the organization face the fact that if the provinces of Ontario 
and Quebec, containing the majority of the people of Canada, are dealing with 
this problem, we in western Canada might find it difficult to say: “we do not 
ask our provinces to do anything; we want the federal government to deal with 
this”? Did your organization not face that fact that when the provinces of 
Ontario and Quebec are handling it there must be some tendency to feel that 
the other provinces should at least attempt to enter that field and so something 
about it?—-A. No, because the Ontario Federation of Agriculture is strongly’ in 
favour of what we have put forward here. They don’t look upon their legislation 
as the achievement of the millenium. The scheme they have now does not cover 
people over the age of 35, for instance. 


Q. You said earlier that great pressure was placed on the Ontario govern- 
ment to do something about this problem. Do I take it that your organization 


played no part in exercising that pressure?—-A. The Ontario branch of the > 


Federation likely did, some years ago. 


. @. You say you do not feel the provinces should give attention to this 
matter?—-A. I do not know that I would say that particularly. It is just a 
matter of whether this question should be dealt with on a provincial basis or on 
a federal basis. I do not know, but certainly I feel that a national loan agency 
has less risk attached to it than a provincial one, and if one of the great 
problems facing agriculture is to get these interest rates down as low as possible, 
then it is clear that the security on loans raised by the federal government is 
greater and the avenues available to them for raising the money are better, 
with a consequent desirable effect on interest rates for farm loans. 


Q. It appears that the Quebec government has managed its provincial loan 
scheme very well.—A. Oh yes, they subsidize heavily. I think that in Quebec 
anybody who is qualified can get loans. The scheme is not just for young 
men only. 


@. Do you know how much they have lent out in Quebec?—A. Very large 
sums. I cannot recall the exact amount. ; 
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Mr. BENIDICKSON: I have the figures here for Ontario, if members would 
_ like to have them. 


Mr. Tucker: I would be interested in hearing them. 


Mr. BENIDICKSON: I am reading from the report presented this year. 
It says that: 

Since the setting up of the Junior Farmer Establishment Loan Cor- 
poration in 1952, the Government has made 1,569 loans totalling almost 
$10,300,000. Last year 460 applications for loans totalling more than 
$3,200,000 were approved and this year the Government plans to in- 
crease the maximum amount which may be outstanding at any time 
under the act from $10,000,000 to $20,000,000. 


By Mr. Tucker: 


Q. Have you got similar figures in regard to New Brunswick and Nova 
Scotia?—-A. No, I have not got them here. 

@. I have one other question.—A. Generally speaking, Mr. Tucker, most 
provinces have withdrawn from the field, although some have come back to 
some extent. 


@. Do you not think there would be more of a tendency for them to come 
back now Ontario and Quebec are dealing with the matter, because they 
make up the majority of the people of Canada, and if those provinces are 
ready to assume that obligation, the majority of the people of Canada would 
feel that other provinces should do something along that line? Do you not 
think that would be the result?—A, I do not think that any of the three 
western provinces will ever come back into the provincial farm loan field. 
They have lost money heavily and they cannot get enough security. I do not 
think that Saskatchewan ever will, or Manitoba. 

@. Are you under the impression that the Saskatchewan Farm Loan Board 
lost any large sum of money? Have. you got the figures?—-A. They did lose 
money, a lot. of money! 

Q. I would be surprised if the amount was very much. 


Mr. ARGUE: It was $7:°5 million over 18 years, and they quit lending 
money in Saskatchewan at the end of 1935. 


By Mr. Tucker: 


@. Yes. That took in the period of the great depression which hit Sas- 
katchewan on account of crop failure and low prices harder than any other 
province.—A. And they would not lend money when farmers needed it. 

Q@. If they did not lend money, it would be hard to understand how they 
had the losses they had.—A. There were two things; they lost money on the 
loans that they had put out, and when it came to the depression the hard 
pressed farmers of Saskatchewan had no money, and they could not raise a 
bond issue to do any refinancing. 

Q. Do you think they are likely to have the Same experience as in the 
30’s again, which caused the provincial governments to have the difficulties 
that they had?—-A. You will likely have the same low yield. 

@. But there are moneys coming into the province in other ways such as 
_ family allowances.... 


Mr. ARGUE: You cannot run a farm on family allowances. 


By Mr. Tucker: 


Q. If $20 million comes into our province in the way of family allowances, 
and another $20 million in the way of old age pensions, and another $30 
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million in the way of federal grants to assist the province in financing that 
will make a big difference. Is it not a fact, for example, that there is more 
money coming in in grants from the federal government than the entire pro- 
vincial budget in 1944? Don’t you think that if two provinces give more 
adequate financing and help in this field, then the other provinces would 
accept it as a proper field for provincial action, and they would take some 
interest in these matters?—. All I can say is this; I cannot speak for any 
provincial government; but my own feeling is that the experience they have 
had in the past out west in farm loans is such that they won’t go into it 
again. 

@. You feel that they have done good work in Quebee and Ontario, but 
there would be no hope from asking the western provinces to enter into this 
field?—-A. As far as Quebec is concerned they have done good work there 
because obviously, it is a highly subsidized interest rate. That is one reason. 
But as far as Ontario is concerned, I heard grumblings a year ago that the 
provincial loaning agency was not getting into the field as well as they could 
to help young farmers, even under the provincial act. In spite of those figures 
which were quoted. I did hear definitely that the act’ was. not servicing the 
farms as well as it could. That was two years ago. Whether they have 
become more generous and loosened up since then I do not know. 


Q@. I suppose that one of the reasons, Dr. Hope, why there has been pres- 
sure to some extent on the Farm Improvement Loan angle is the desire of the 
Bank of Canada to have the banks curtail the extension of credit, to curtail 
the present movement in Canada. Has your organization made any representa- 
tions that there should be some way sought whereby the banks or the Bank of 
Canada differentiate between certain regions and certain industries in regard 
to putting on pressure to curtail credit? In other words, while it might be 


desirable to curtail credit in areas where there is inflationary movement it is. 


very undesirable in the agricultural industry as a whole, and, I would think, 
quite particularly in areas where it has been difficult to market crops. Has your 
organization made any representations that. there should be a very real 
attempt made to have the banks understand that this deflationary policy should 
not be applied to the same extent over the whole of Canada, but should be 
applied, if possible, where it is needed, where there is inflationary movement, 
and that it should not be applied in areas where there is no inflationary move- 


ment? Has your organization made any representations like that?—A. No, we 


have not, but I would agree with you 100 per cent. I thought of it just lately. 
In fact, in our brief to the Royal Commission we have one small section on 
inflation, and it might be of interest to you to read it, if you have not read it 
yet. We segregated the agricultural index from the non-agricultural index, 
and we showed the striking rise since 1947 in the non-agriculture sector of 
Canadian prices. January of this year was higher than the peak of Korea, 
which was supposed to be the period of post-war inflation. At the present time 
the agricultural index is higher than in 1951, and the agriculture price index 
is away down. We pointed out that such a continuous rise was really an indica- 
tion of inflation, and that the public of Canada really did not recognize it yet 
because it was offset by the non-agricultural index being down in terms of cost 
of food. We thought that in a year or so “the worm would turn” and agricultural 
prices would rise, and when they rose, you would really feel the effect of 
inflation. That is as far as we have gone to date in the question of inflation. 
I agree with you that when you have one sector of the economy, like agri- 
culture, down, and the other sector of the economy is up, if you_are going to 
offset inflationary tendencies—that credit curtailment should not be applied 
to the sector that is down. It may need credit leniency, although not necessarily 


expansion of credit. If you have faith in Canada, in our agriculture, that is 
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~what we should do. But we have not gone to the Bank of Canada or any branch 
of the government in respect to the immediate credit situation. In all fairness, 
because I think to date we have not really been able to say that the credit 
agencies are tightening up on us. We have not had any real complaint yet, 


a but it might come. 


@. From what you said about the farm improvement loan question, I 
would think too that the banks might be inclined to carry these loans, and 
not to press for repayment; but if they are being pressed now to curtail their 
credit they may feel they must apply this all along the line. I think the time 
has come when we should urge that consideration be given to what I have 
just suggested, that there should be certain places where this curtailment of 
credit should definitely not be applied, because it will make things worse 
instead of improving them. I wondered if your organization was prepared to 
join in urging that, if it was possible at all? 

The CHairMAN: Are you finished, Mr. Tucker? 

Mr. TUCKER: Yes. 

The CHAIRMAN: Mr. Argue. 


Mr. ARGUE: My first statement is to agree with the one made by Mr. Tucker 
wherein he emphasized the need to approach cautiously, any raising of the 
interest rates as a credit restriction policy. We are arguing this morning, at 
least some are, that the 5 per cent interest rate under this legislation should be 
less. Now, what bothers me is that the 5 per cent may not be held. I am all 
for the 33; but with. the credit restrictions and the increase in bank discount 
rates and so on, is the 5 per cent statutory in this provision we discussed? 

The CHAIRMAN: No, the interest rates are set by the board, Mr. Argue, 
and have varied from time to time 


By Mr. Argue: 


Q.Well, have you, Dr. Hope, made any representation at any time to the 
board to suggest not only a lowering of the rates, but also that the rates be 
held,—at least held?—A. No, we have not. 


The CHAIRMAN: I think there is one thing that is very interesting: You 
have made history this morning when you agreed with Mr. Tucker. 


Mr. ARGUE: Well, I am going to unmake history fairly soon. 


Mr. Tucker: I am glad you emphasized that. I could scarcely believe my — 
ears, Mr. Chairman. 


Mr. ARGUE: I have been looking at the experiences set forth by Mr. Chester 
in relation to losses of the Canadian Farm Loan Board, and while, of course, a 
great part of their loans are still outstanding, I see their statement on page two 
reads that they have made loans of over $100 million. The actual loss sustained 
by the board since its inception totals $717,000. That is a very creditable 
experience, I would suggest. It is less than one per cent, a loss of less than 
one per cent of the loans they have now made. I notice on the other hand that 
the experience with the Saskatchewan Farm Loan Board in relation to the 
loss was that the total loans were $17-2 million, and the total loss there to 
the end of 1950 amounted to $7-4 million, or about 43 per cent. 

Mr. BENIDICKSON: What are you reading from there? 


By Mr. Argue: 

Q@. I am reading from the province of Saskatchewan’s Royal Commission 
on Agriculture and Rural Life, No. 3, page 53. My question is, do these statistics 
confirm to you, Dr. Hope, a suggestion that you have made that, with regard 
to certain of the prairie provinces, the thought of any substantial loans by 
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provincial agencies on farms is pretty well out of the question?—A. Yes. I 
think the fluctuations of income are so great in Saskatchewan that it is very 
difficult for a provincial farm loan scheme to function, unless it has tremendous 
resources behind it; but it is very difficult because of this violent fluctuation 
of income. Apparently the province has the willingness but not the strength. 

Q. It further states here that the last loans were made at the end of 1935, 
which means they have been out of business for some 21 years?—A. I might 
say that when in Saskatchewan my experience was that the Saskatchewan Farm 
Loan Board loans, a very high percentage were on very poor soil, some of the 
poorest land in Saskatchewan that I visited. I am referring to lands that are 
classed as No. 1 and No. 2 in the Saskatchewan land classification map. I think 
they were at Mortlach, and Chaplin and all through there. 


‘Mr. Tucker: They followed that policy through so that they actually could 
expect to lose money. They loaned in the cases where they felt a farmer should 
be given some credit and could not get it through the ordinary companies. So 
it would be expected that they would have some losses, I would think. 


By Mr. Argue: 


@. Well, Dr. Hope, there have been a great many statements made in this 
committee by various people that one of the difficulties in the administration 
of the Canadian Farm Loan Board is the amount of “red tape’, it has been 
called, in applying for a loan and getting the application processed. That has 
been stated to be the delay in many applications. Have you some concrete sug- 
gestions as to how this red tape may be cut and how the applications process 
may be speeded up?—-A. I would have to ask Mr. Chester. Is it true that the 
applications for loans which are received in the provinces are sent to Ottawa 
for final review and approval? 

Mr. CHESTER: Yes. 


The WITNESs: If there were a regional director with a staff there, in whom 
one could have confidence—and one would not have him there otherwise— 
surely that office should have the authority to approve a loan without having 
to go back to Ottawa and have it examined, and then perhaps have it sent to 
Saskatchewan again? I do not know how many times it may come back; it. 
may be once or twice. 7 


By Mr. Argue: 


Q. It always goes at least once?—A. Yes. Mr. Chester has said that it goes 
| at least once. Sometimes it goes twice because of incorrect statements. 


Mr. CHESTER: That would be very seldom. 


The Witness: If the regional office were staffed with competent people 
in whom one had confidence, why could the business not be done as it is done 
in a bank? It would be a very large bank loan before the central office would 
be asked for approval. The local bank manager has authority to approve a 
loan. That is only one point and there may be others. I do not know a lot about 
Farm Loan Board administration, and do not feel competent to criticize, 
except in regard to that one little point, which could be examined. 


By Mr. Argue: 

@. To me, at any rate, it is astounding to learn that before a loan may be 
made the question has to be put to Ottawa. The banks would not be in business 
at all if the local branch manager had not certain authority to approve, certainly 
the great bulk of the applications for loans. Certainly that is in regard to the 
great bulk of them. ‘ 


The CHAIRMAN: Do you mean in numbers or in dollars? 
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Mr. ArGuUE: The applications for loans do not have to go to the head office. 
Mr. Gour (Russell): Loans under $5,000. 


By Mr. Argue: 

One could get a loan approved in a few hours. It should not take days, 
weeks or months, going back and forth to Ottawa—for what reason, I do not 
know. I cannot see how people down here would expect to know more about 
an application than the technical people on the spot in the province where the 
application is made. That is certainly something which this committee could 
consider dealing with, in regard to making a recommendation. The witness is 
acquainted with Saskatchewan, and I am acquainted with Saskatchewan, and 


it is pretty hard to ask questions about provinces with which I am not well 


acquainted. With your experience in the appraisal field and your knowledge 
of agriculture generally, do you think it should be possible—at least, in certain 
instances—for an appraisal to be made in a short time on a certain application, 
even if that time were mid-winter? Supposing that some morning you were 
in Saskatchewan and wanted to buy a farm. If you read in the Leader-Post or 
in the Star-Phoenix that a certain parcel of land would be up for sale on the 
Ist of January at a certain price and if after one glance at the advertisement 
you thought it looked attractive and if you wanted to make some enquiries, 
do you think it might be possible that you could make the necessary enquiries, 
look at the records, check the piece of land, and talk to people in the com- 
munity, if necessary, in order to be able to say you could make the purchase 
immediately, instead of waiting until the snow goes off the land, in which case 
someone else may come along to look for it?—-A. As far as Saskatchewan is 
concerned, because of the very excellent soil survey which we have and our 
very excellent economic land classification® work, many of the farms could be 
appraised in wintertime. In the vast body of land around the Regina plains the 
soil is mighty uniform, and also in the case of large chunks of it, around Mel- 
fort and Rosetown. If the farm is in the middle of a very big portion of such 
clay land, for instance, there is no reason why it could not be appraised in 
wintertime. 

The section of the act which says that a farm must be appraised only 
when the snow is not on the land is a section which was put in many years 
ago, before there were soil surveys in Canada. At that time there were some 
bad blunders, when they had to appraise the soil ‘with a lantern”. That 
was done many years ago. That section was put into the act to cover that 
point and it was a good thing then. However, in the light of modern knowl- 
edge, there are some places where the board, through its authority, surely 
should have power to waive that in certain cases, to speed up the process. 


@. When you look at the assessment records of a given piece of land in 
Saskatchewan, you can learn almost as much from those records and reports 
as you could learn sometimes if you farmed the piece of land yourself. The 
records are very detailed and the maps are excellent and all you have to find 
out in addition is whether the land is loaded with wild oats and other bad 
weeds, or to what extent there may have been soil erosion in the last few 
years. Let us take the summer conditions. If someone makes application for 
a loan, we know that it takes sometimes six months to make the appraisal. 
What would you suggest would be a reasonable length of time, to make an 
appraisal if you had a highly efficient staff, that is, for looking at a piece of 
land which was up for sale, where the owner was red-hot to sell?—-A. I am 
not an official appraiser. I have seen how they work and I have had some 
experience of it. I would say that a qualified appraiser could go-.out on to a 
farm, starting in the morning, and in one day he could do all the necessary 
field work on that farm and finish his work out on the farm in that one day. 
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He might require another day or two days after that, to assemble certain basic 
information as to the farms around the area. However, if he is an appraiser 
working in a certain territory, a large amount of that basic data has been accu- 
mulated. He already knows the rainfall record, he has the yield record and 
he knows the distance from markets. He has all that information in his book. 


Therefore, the actual appraisal should not take more than two or three days 
at the outside, even allowing for filling in his reports. Of course, it may be 
that he could not get there for some time. He may be busy doing something 
else. I am referring to the length of time when he gets there. 


@. There is a lot of work in processing the actual sale itself. I am no 
lawyer and do not understand what is involved at that stage. However, after 
the appraiser has said the land is worth a certain amount of money that a 
certain sum of money can be loaned on it, and if the two parties prepared to 
make a deal, is it not possible to have a deposit laid down and certain guar- 
antees and other considerations entered into to make the deal binding?—A. I 
would say it could be done very rapidly, I believe the institutions in the 
United States which lend money can make fairly speedy appraisals. 

I would like to say this about the annual report of the Canadian Farm 
Loan Board. I am not criticizing Mr. Chester particularly, or his staff, as appar- 
ently this has been the traditional method of turning out this particular report. 
This has been its form over the years. It is probably a good annual report from 
the point of view of finance, giving the amount of mortgage, the loans, and 
so on. However, from the point of view of the general public, trying to see 
what is going on in the board, it is a blank wall. We do not know the number 
of appraisals, what provinces they are in, the number of farms appraised, 
what the cost of appraisal is, how many loans have been turned down, what 
percentage of loans are turned down because the farmer cannot qualify, what 
percentage are turned down because the farmer is asking too big a loan, what 
is the difference between the average appraiser’s value and what the farmer 
thinks the farm is worth. All these things that, in my opinion would be 
very useful in an analysis of the operations of a public body. 

The answer might be that such work would take staff. My answer again 
would be that it would be very useful information for the board itself to 
possess. The board is handicapped today, I would say. Mr. Chester may 
have a different opinion, but I doubt if the board has’ a real research staff 
today. I believe it has not got a research staff as we know it. It would be a 
very useful additional expenditure of public money to ensure that the board 
had a qualified research staff, especially if we are about to expand its opera- 
tions as we hope to expand them. 

Q. I certainly agree with that statement and I think it would help the 
farmers, particularly in purchasing land, to make a good many purchases 
which now must be lost, in the ordinary course of events. Is it your opinion 
that, owing to this long delay, in many instances many of those who would like 
to use the facilities of the Canadian Farm Loan Board are unable to use them, 
and that the land is grabbed by someone else—or to prevent that happening 
the individual must go to some private lending institution where he can get 
the money in short order, so as to make the purchase? Is it the case that 
if he has to wait six months, someone else gets the land?—-A. I am not really 
sure that very many farmers know of the services which the board can provide. 
Mr. Chester, do you advertise your facilities? 

Mr. CHESTER: Yes. 


The WITNESS: I am told that some farmers do not even know what the 
rate is. ; 
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By Mr. Argue: 

_ Q. I think it is fair to say that the information About the board’s activities, 
in the hands of potential applicants, is much less than in the case of the knowile 
edge about the Farm Loan Improvement Act, through the banks.—A. Of course 
many branch banks help that system. 


@. You have suggested that the board was under-staffed, that they should 
have a greater staff, and you have made a number of suggestions. It occurs 
to me that perhaps one of the reasons why the board is not as efficient as we 
would like to see it is because the board is in essence attempting to do a job 
for agriculture but is working through the administration of the Department 
of Finance. It would seem to me if the board were working under the Depart- 
ment of Agriculture it probably would have access to certain technical people 
in the department perhaps more readily than transferring from one department 
to another. I suggest the people who know most about making loans on farm 
land are not necessarily the financial people but are the agriculturalists. Have - 
you given any thought to the proposition that the Canadian Farm Loan Board 
should be in the Department of Agriculture rather than in the Department of 
Finance?—-A. No. I have not given any thought to that. I am not too familiar 
with the staff of the Canadian Farm Loan Board except that I do know some 
years ago—20 years ago now at least—one of my former students, now at 
Washington, a Saskatchewan graduate and an agricultural economist, approa- 
ched the former administration of the Canadian Farm Loan Board with the 
idea of setting up a research branch in agricultural economics within the 
Canadian Farm Loan Board. Negotiations went on for some time, but finally 
the matter was dropped. Now he has a very influential position in Washington. 
The Farm Credit organization there has a very big research organization. 
Almost every department of government in Ottawa seems to have some experts 
attached to its staff; the Bank of Canada has an agricultural economist, the 
Department of External Affairs has some, and the Department of Trade and 
Commerce, and the Department of Agriculture; all these different branches 
have their own little staffs. The Canadian Farm Loan Board staff do a $7 
million or $8 million job and could do more; and they have to go to these 
departments to get information instead of having their own staff. 

I think that perhaps you could get the very thing you are thinking of 
without transferring it to the Department of Agriculture; keep it where it is, 
provided you can build up a staff of agricultural economists on that staff who 


would then have close liaison with all the agricultural branches they would 


need to keep them in touch with what is going on—I do not say they do not 
keep in touch now; they probably do know what is going on now. It would 
be an advantage to have some agricultural economists who would work with 
the board. If the loans of the Canadian Farm Loan Board get larger it would 
be a great help to the board to have these economists. 

@. Have you any idea of the average interest rate on land mortgages being 
taken out now—not those made by the Canadian Farm Loan Board which is 
9 per cent—by other mortgage companies and individual lenders, which Mr. 
Brodrick spoke of, and so on?—A. I do not know except that I do know there 
are two types, I think personal-friend loans and close-relative loans, which 
are sometimes loaned at 4 and 5 per cent; but there are a lot of others running 
around 6 and 63% per cent. 

@. And with mortgage companies too?—A. As to a mortgage company 
my guess would be they would not be less than 6 per cent. I do not think 
there are many lending at the present time. 


Q. I know as long ago as 1951 some companies had their rate up to 6% 
per cent, and my offhand guess would be probably that it is now up to around 
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7 per cent—I do not know that for certain. You made a statement earlier that 


the value of the farm land in Canada was about $4 billion or $5 billion. Mr. 


Chester said the Canadian Farm Loan Board has out about $40 million. In 
my calculation that means that the Canadian Farm Loan Board has loaned 
1/10 of 1 per cent against the values of farm land, or for every $1,000 of farm 
land the Canadian Farm Loan Board has $1 out on loan. You made the 
suggestion you would like to see the loans doubled. I am wondering if doubling 
would begin to do the job which you have in mind for agriculture? If you 
did double the $40 million over a period of a few years for this particular 
program would it accomplish much in the way of the objective you have set 
forth? I know it is a good thing, but I am suggesting you can raise your 
sights higher than double.—A. Doubling of the total loans, combined with 
higher loans would certainly reduce the loans from the private lenders, and 
to that extent farm loans would be more of a competitive field than it is now. 
Private lenders, if they are going to continue to lend at all, might have to cut 


down their rates a little or else lend money in the cities, and its effects might | 


spread. But one of the basic troubles with private lending is that they will 
not give an amortized loan. A typical private loan is for 5 years and a few 
for 7 years. Then, the balance all comes due and payable at the end of the 
2 years and has to be renewed, and when it is renewed there are legal costs. 

_ @. If you accomplish your objective of reducing the loaning rate from 
5 to 33 per cent would that have the effect of driving out private funds, and if 
that objective were obtained the $40 million would have to be increased many 
times.—A. Yes. If we ever got it as low as we are asking, the private indi- 
vidual would simply be lending his money in the cities. He would not lend 
in the country at 33 per cent; a few might lend still in the country at 4 per 
cent. 
Mr. Tucker: Mr. Argue, I think you are a little bit out. It is not 1/10 
of 1 per cent but 1 per cent. 

Mr. ARGUE: I could be mistaken but Ido not think Iam. If I am mistaken 
I stand corrected. | : 

The CHAIRMAN: I thought it was 1 per cent, but I thought I must be 
wrong. 

Mr. ARGUE: I stand corrected. Even 1 dollar in 100 is still a pretty con- 
servative lending rate and does suggest to me they might get it up 5 per cent, 
five times the amount of the loans now made. You want the interest rate 
down to 34 per cent, and I take it the main reason you want that rate is that 
you do not think that agriculture can pay any higher rate, and that the farm 
family would have a better chance to live and pay off the loan?—A. Yes. 

@. Certain figures were put in the record which were very disturbing, 
such as the level of farm family income. It shows an industry which needs 


_ .new legislation and new improvements if we want to change the farm family 


level from what it was in the last 29 years. Then, there were figures for a 
d-year period from 1950 to 1954. I am wondering if you would care to give 
us your considered estimate of what the net farm income position may be in 
the coming 5 years as related to the last oO years? In other words, can we 
reasonably expect with all present trends to hold the present level of economic 
prosperity for agriculture as we have had in the last 5 years?—A. That is 
rather a tall order, but I would say this, that net income in 1955 and 1956 
is lower than the average of those 5 years undoubtedly.. My guess would be 
in 1957, 1958 and 1959 it will gradually crawl up slightly, and therefore the 
average of 5 years from 1955 to 1960; although a little better than right now, 
will still be lower than the average of those previous 5 years. Historically 
agriculture does not stay low for a very long period provided we have an 
improvement in the rest of the economy. In the 1930’s it lasted longer than 
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4 or 5 years because the whole economy was down, but as long as we maintain 
the present level of income of people in non-agricultural pursuits I think 
agriculture will crawl out of its present position slowly. 

Q. That assumes a standard amount of production?—A. Assumes normal 
_ yields and production. It is partly based on cattle; the prices of cattle are 
low and will stay low for a few years, and then crawl, upward; hogs are low 
today, and in a couple of years will be better. You can figure on agriculture 
. picking up provided general economic activity is maintained. 

Mr. Chairman, I understand the committee is about to adjourn. Could I 
make a one-minute summary? 

The CHAIRMAN: Yes. There is one thing I would like to say first. There 
are a number of persons who would like to ask questions. This committee is 
sitting at 11 o’clock tomorrow morning. Would it be possible for you to make 
yourself available then? 

The WITNESS: Yes, Mr. Chairman, as long as it is not too long. I am on 
very pressing work and almost should not be here; but we consider this legis- 
lation very important and it is not too often that we have an opportunity to 
talk to a committee of the house on farm credit. I do not know what good 
I can do for the farmers, but if I thought I could help to modify even the 
present bill a little bit in the direction in which we would like it to go, then I 
would certainly be willing to come back as long as it is not for too long. 

The CHAIRMAN: I would not say that we could promise that the bill be 
modified. : 

Mr. TUCKER: May I say, Mr. Chairman, that I will not be able to be here 
this afternoon. - 


Mr. ARGUE: We are not sitting this afternoon. 


Mr. TUCKER: I should have also said tomorrow morning. I feel I should 
say to Dr. Hope that I think this is a very splendid brief which the Canadian 
Federation of Agriculture has presented to us and speaking for myself only, 
I would like to express appreciation to the Canadian Federation of Agriculture 
for the brief and to Dr. Hope for the very clear explanations that he has given 
of their views on this subject—views which I think should be most helpful, 
not only to us but to the government. 


The CHAIRMAN: I think we all agree in that. 


Mr. CarRIcK: I may say, also, that I shall not be here tomorrow, Mr. 
Chairman, and I would like to ask one question. 


Dr. Hope you mentioned at one time your belief that the provincial gov- 
ernments which do not provide farm loans now are not likely to go back into 
that field. As you know, the British North America Act provides that respon- 
sibility for agriculture rests both with the provinces and with the federal 
government. I would like to ask you this: are there likely to be losses in the 
future as great as those which have been sustained in the past, and, if this 
is not likely, is it not true that the provinces which do not re-enter the loan 
field may be accused of shirking their responsibilities by placing those res- 
ponsibilities on the federal government? 

Mr. ArGuE: Mr. Tucker asked that question twelve times. 

Mr. CaARRIcK: I would like to have my question answered by Dr. Hope. 

The WITNEsS: It is a good question. I will admit frankly that the policy 
committee and the directors did not go into that phase or aspect of the 
matter; we did not discuss it and in those circumstances anything I say has 
nothing to do with Federation policy but is a purely personal view. 

With respect to long term future losses, I do not think that in the next 
20 years, with the knowledge we have now both of agriculture and in the 
running of the whole economy, losses in lending to farmers would be as great 
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as we experienced in the thirties. On the other hand I do not know that that 
statement necessarily means that provinces should take over, because what 
we are trying to arrive at is, as I said before, the lowest possible interest rate, 
and that is based upon two things: the cost of the money you borrow and 
the risks involved in lending it. The federal government, with its power and 


strength on both scores, is in a position to borrow money at a lower rate of 


interest. Also, because the loans are spread across Canada by one agency, 
with all agriculture behind it, not just one province or one type of farm, 
the risk element would be less. Looking at those two factors we believe that 
a federal institution would be able to service agriculture and get a rate a 
little lower than any province could possibly quote over a period of years. 
Mr. Gour (Russell): I cannot be here tomorrow either, Mr. Chairman, 
and there is just one question I want to ask. If the government decides to 
put the interest rate at 4 per cent, and if there are losses that the board has 
to suffer—losses by way of administration costs and losses on mortgages—do 


you not think, Dr. Hope, that they should be carried fifty-fifty by federal and 


provincial governments? Would you not consider that in the provinces which 
do not wish to share in the 50 per cent loss, if any, there should be an interest 


rate of 5 per cent? 
The WITNESS: That is a new one. I never thought of that. 
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MINUTES OF PROCEEDINGS 
THURSDAY, April 12, 1956. 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 
a.m. this day. The Chairman, Mr. John W. G. Hunter, presided. 


Members present: Messrs. Argue, Balcom, Benidickson, Blackmore, Bryson, 
Cameron (Nanaimo), Charlton, Crestohl, Fairey, Follwell, Fraser (Peter- 
borough), Henderson, Huffman, Hunter, Johnson (Kindersley), Macdonnell 


(Greenwood), Michener, Pallett, Quelch, St. Laurent (Temiscouata), Viau and 
Weaver. : 


In attendance: Dr. E. C. Hope, Economist, Canadian Federation of Agri- 
culture; and Messrs. F. L. Chester, Commissioner; E. O. Bertrand, Member; 


W. A. Reeve, Secretary; and R. McIntosh, Chief Accountant; all of the Canadian 
Farm Loan Board. 


The Committee continued its consideration of Bill 84, An Act to amend 
the Canadian Farm Loan Act. 


Dr. Hope continued his remarks on long-term farm credit and was ques- 
tioned thereon. He emphasized certain of the recommendations contained in 
the brief of the Canadian Federation of Agriculture; and was retired. 


It was ordered that certain briefs from representative farm organizations, 
which had been distributed to the Committee at the commencement of the 
_ sitting, be printed as appendices to this day’s Minutes of Proceedings and Evi- 
dence, viz., 


Interprovincial Farm Union Council Appendix “A” 
Alberta Sugar Beet Growers, 

Lethbridge, Alta. . Appendix “B” 
Eastern Irrigation District, 

Brooks, Alta. Appendix. “C? 
Lethbridge Central Feeders Association Limited, 

Lethbridge, Alta. Appendix “D” 


At 12.50 o’clock p.m., the Committee adjourned until 11.00 o’clock a.m. on 
Tuesday, April 17, 1956. 


Eric C. Jones, 
Clerk of the Committee. 
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The CHAIRMAN: Gentlemen, we have a quorum. 


Dr. Hope has some information which he has obtained overnight and I 
thought we should start off by having him give that information to us. 


Dr. E. C. Hope, Economist, Canadian Federation of Agriculture, called. 


The WITNEss: Mr. Chairman, I thought it might be of interest to the 
committee to know what the amortization payment would be on farm loans 
with certain interest rates over a 40-year period. The present Canadian Farm 
Loan Board operations are based upon a 25-year term at 5 per cent, which 
means that the annual charge for servicing that loan is 7-25 per cent of the loan, 
interest and principal combined; an equal annual payment of 7°25 per cent of 
the original loan. Now, if you have a loan at 3-5 per cent for 40 years, the equal 
annual payment is 4-68 per cent per annum for 40 years. A 4 per cent loan for 
40 years is 5:05 per cent per annum. A 4:5 per cent loan for 40 years is 5:43 
per cent per annum. A 5 per cent loan for 40 years amounts to 5°83 per cent per 
annum. These calculations, by the way, were obtained this morning from the 
actuarial branch of the Department of Agriculture, specifically from Mr. 
Fletcher. . 


Now, there is one more observation. I have before me the report of the 
Canadian Farm Loan Board for 1954,—the year ending March 31, 1954. On page 
10 we have a statement of the income and expense for the year ending March. 
31, 1954. They have been lending money at 5 per cent on most of their loans, 
so I tried to make a rough calculation of what financial standing they would 
show for that year if they had loaned money at 43 per cent; so, I took their 
interest on mortgage and reduced it } of 1 per cent, by z. It indicates the net 
income from interest instead of being $648,000 would be $343,000. 


By Mr. Michener: 


@. Excuse me. Dr. Hope, do you mean } or 1/10?—-A. The interest rate was 
Do per cent and I assumed it at 44 per cent. 

Q. That would be a reduction of 1 in 10?—_A. Yes. I was wrong about that 
when I took # off. That would be 4 per cent. 

Q@. Yes.—A. That is correct—4 per cent. Then, reducing it down to 4 per 
cent—I am glad you brought that to my attention—that reduces the interest 
earnings $305,000 for the year which would give them a net loss of $147,000 
for the year. They show a net profit of $157,000. Lending at 4 per cent would 
have shown a net loss of $147,000. You see, our contention has been that with 
a much greater volume of business, the rate could be much lower, as the 4 per 
cent rate shows only a $147,000 loss. 

Mr. MACDONNELL (Greenwood): Mr. Chairman, does Dr. Hope mean that 
if there was an expected increase of business then that loss which he has 
indicated would be lower? 


The WITNESs: It would be either lower or zero, no loss. The present volume 
of business is relatively small. Of course, this institution is set up as a profit- 
making institution. We conceive of the Canadian Farm Loan Board as really 
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a service institution, not for the purpose of making a profit. I believe under the 
amendment it will be changed; but after setting up the legal reserves, as I 
understand it, a certain amount goes back into the treasury. Would it be true 
then, Mr. Chairman, to say that the profit motive has been removed from the 
board by the proposed legislation? 


The CHAIRMAN: The truth would be that instead of building up the larger 
reserve which they have they will only have reserves as set forth in the amend- 
ment. Previously they had larger reserves than they were compelled to have 
under the act. 


The WITNESS: But after the legal reserves are met Sy pay income tax. 
The CHAIRMAN: They pay income tax. 
The WITNESS: It still operates as a profit institution. 


By Mr. Michener: 

@. You do not advocate that it ee be operated at a loss, do you?— 
A. No. But I would suggest this: if it is going to be a service institution over a 
time you can either have a profit institution which is supposed to show a profit 
or service at cost. 3 

Q. I do not take it to be your position that it should be subsidized each 
year out of the public funds and operated at a loss?—A. Well, our federation 
did say that the money should be loaned at cost. 

Q@. That is a different thing. If you are trying to operate at cost, you may 
be in the red one year and up the next, but. over the years you would ‘break 
even.—A. Yes. : 

Q. A reduction to 4 per cent, in the example you gave, would necessitate 
a loss?—A. Yes, on the basis of the present. volume of business. 


Q@. You do not advocate that we plan vy have an epnual loss in the future? 
—A. No. 


By Mr. Argue: 
@. Your brief also suggests that the administration costs should be borne 
by the treasury.—A. Yes. 
Q. Which is another way of saying it should be a permanent subsidy or 
payment from the treasury for the operation of the board, namely for admin- 
istration?—-A. Yes. 


Q. Do you think that Canadian government policy, if it were along tive 
lines you suggest paying the administration costs and providing a certain 
element of subsidy even though small, can be justified in relating that policy 
to the type of agricultural policies which may be in force in other highly in- 
dustrialized or advanced countries?—-A. Yes. I think I can. We have claimed 
that agriculture is a low earning industry—and this is partly a social problem 
as well as an economic one. I think there are advantages in having a reasonably 
stable agricultural economy over a period of years, and an agricultural industry 
which is not too small. We are slowly becoming a little bit less important 
segment of the economy all the time. Maybe the time will have to come 


when we will take a good look at agriculture and say how is it going, is it © 


good policy to have agriculture becoming a gradually dwindling percentage of 
the total economy; should we go down and down until we are 90 per cent 
industrial and 10 per cent agricultural; is it a good thing in the long run for 
the economy? To that extent, then, if you believe you are liable in the long 
run to have a relative decline—to a very small percentage of the total 
economy—then you might say that a subsidy of some nature in administra- 
tion costs might be something which would be in the national interest. That 
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‘ - is the attitude we have taken. We do not say specifically how low agriculture 

' . should go in its relative position to the total economy; but we.feel the time 
will come when Canada will take a look and decide it has gone far enough. 

“ Mr. MACDONNELL (Greenwood): Mr. Chairman, could I ask this question. 
I notice, Dr. Hope, you said, speaking of the board, “It was set up as a profit- 
making institution”. Do you mean by that, that that was the deliberate inten- 
tion of the government in setting it up, or do you really mean it has in effect 
been run as if it were intended to be a profit-making institution? 


The WITNESS: The answer is your second proposition. 


ay 


By Mr. Bryson: 

@. Dr. Hope, I understand that the government’s thinking in setting up 
this legislation as a profit institution was done not to discourage private 
lenders from lending money on farming land; that is my understanding of 
that. According to your evidence you believe that the Canadian Farm Board 
is the only agency left that is actually lending money to farmers. Now, in 
the light of that how do you account for the fact that other lenders have 
disappeared and the source of credit has dried up? Would you say it was 
possibly the Farmers’ Creditors Arrangement Act which has been in force which 
has discouraged it?—-A. I would suggest—and some gentlemen here may know 
more than I do; this is my personal view—it is partly in some provinces based 
on the experience under the Farmers’ Creditors Arrangement Act; but that is 
not the whole story. It is probably due to alternative earnings of capital at 
higher rates in cities where they have more confidence than they have in 
agriculture; the cost of servicing agricultural loans is higher. In Canada 
it takes longer to appraise farm land than city property. In the cities you 
can invest large amounts of money in blocks and therefore they tell you it is 
better than investing in small loans of $3,000, $4,000 or $5,000 scattered around 
the country. They have tried to streamline their investment programmes and 
they find it is better in the cities and in industry in general. I think that is 
the answer. The Farmers’ Creditors Arrangement Act is of course part of 
the answer but perhaps not the most important one. 


@. Then there seems to be little or no reason why this board should 
remain a profit-making organization if these other people have left the field?— 
A. Well, it is true there has been a great gap appear since the 30’s. The 
experience of the 30’s was such that they withdrew as rapidly as they could and 
collected their money. Only in a few cases, in a few provinces, do I understand 
very occasionally they make a few loans. It is not universal. I can give you 
a personal experience. Six years ago I tried to get a loan on my farm for 
certain purposes. I was not eligible for a farm board loan at that time, and I 
scurried all around Ottawa to every loaning company, to every insurance 
company and every trust company that I knew of. Not one would advance a 
small loan, despite very good security, on a farm; not one! Eventually I went to 
a private lender and paid a very good interest rate. 


The CHAIRMAN: I think there are a number of other reasons. I know that 
in our office we handle a great many mortgages, and therefore we have some 
idea of the viewpoint of the lending institutions, and one is that the cost of 
servicing city property—the actual cost of servicing the loan—is lower than 
in the case of farm property; inspections are cheaper and they can keep 
costs down pretty well to 1 per cent. Secondly, if the loan falls into default 
and they have to take the property over, the city property is much more 
easily managed; it does not deteriorate as rapidly as a farm, which, if not 
well managed, deteriorates quickly. Thirdly, there has been such a housing 
boom throughout Canada that practically every cent available for mortgage 
loans from lending institutions has been spoken for by builders of houses 
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before the money was even available. These are some of the very good reasons 
why lending institutions have not gone into the farm field. Of course, their 
experience was very bad in the western provinces, too. 


Mr. QUELCH: There are quite a few mortgages out in western Canada 
still, are there not, in the hands of some of the insurance companies? It may 
be they are repeat mortgages. 


The CHAIRMAN: Is the Canada Permanent still out there? They have been 
out there in a rather large way. 


The WITNESS: The Great West Life Assurance Company had very heavy 
investments in farm property in the west, but hardly ever operated in 
Ontario. As I understand it, in the ’thirties the institutions which were 
lending were chiefly in the three prairie provinces, and very little in the east; 
and because the risks were not nation-wide they had their eggs in one 
basket—the basket that failed. Their experience was unfortunate chiefly 
due to the fact that the risk was concentrated in one area. 


Mr. MAcDONNELL (Greenwood): I think the reasons you have just given, | 


Mr. Chairman, were very good ones but is there not an additional reason, 
that is, the assistance being given by public authorities for house building in 
cities, namely through the Central Mortgage and Housing Corporation? I 
think that has stimulated the trend. I have also heard, though I have no com- 
plete assurance on it, that a good deal of the lending done in the west by 
private institutions recently has been done in the cities and not to any great 
extent in the COUIELEY yt cae formerly it was done almost wholly in the 
country. 


Mr. QUELCH: Possibly they have doubts about the future of agriculture— 
they fear that prices are falling and that farmers may find difficulty in meeting 
their obligations. 


Mr. MacDONNELL (Greenwood): I think the reasons given by the chairman 
are very strong. The demand in the cities has been ers and it is easier to 
collect payment and so on. 


The CHAIRMAN: I know that building contractors have had to curtail their 
programmes in some areas, not because of physical difficulties but because there 
was not longer any money set aside by lending institutions for use during 
that year. Consequently, they had to defer part of their programme until the 
following year when they could expect an allotment from the lending institu- 
tions in respect of that year. 


Mr. MACDONNELL (Greenwood): On the other hand, I think we could keep 
an open mind; this is a situation that could change, and you might find private 
institutions very ready to consider making loans again in farming areas when 
some of the pressure is off. 


The CHAIRMAN: I think you might well find them Re: to that field. 
Anyone familiar with Toronto will have noticed that vacancy signs are now 
to be seen outside a number of the apartment buildings which have been 
constructed as part of a great effort in this direction over the past few years, 
whereas formerly the mere rumour of a vacancy would attract about 500 
people eager to have the rooms. That would indicate that the need for this 
type of housing has been fairly well satisfied. 

Mr. WEAVER: I would like to thank Mr. Hope for the brief that he and 
Mr. Brodrick have presented. It is one of the most reasonable and sensible 
briefs I have seen in recent years on farm credit. I notice that on page 8 
it mentions that there would seem to be little need for a special programme of 
making second mortgage loans, and I was wondering whether Dr. Hope would 
care to comment’ on that. 
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The WITNESS: Well, we thought that the chief purpose of the second 
mortgage from the Farm Loan Board was primarily \for buying equipment 
and livestock for the purpose of getting increased productivity, and we thought 
that the board could simplify its operations if it just dealt with first mort- 
gages only, the maximum loan being raised to $20,000. Then, we suggested 
some modifications in the farm improvement loans and we considered that 
the two acts, amended as we proposed, would make it unnecessary to have 
the board operating in the second mortgage field. I note, now, that in the 
proposed bill the power to grant second mortgages by the Board has been 
withdrawn. 

Mr. CAMERON (NimauniDY: I was interested, Dr. Hope, in your remarks 
about the declining importance of the agricultural section of our economy, 
and I was wondering whether your estimate was based on a decline in the ratio 
which agricultural production .bears to total production, or whether it was 
based on a decline in the proportion of the gross national income which is 
going to farmers. It seems to me that any action we might take would 
depend on the basis on which you have made your calculations. Obviously, 
if your estimate is based on a decline in the proportion of the gross national 
income which is going to farmers, then the solution is to increase that pro- 
portion. If, however, you feel that the situation is caused by a dangerous 
decline in the proportion of our gross wealth production as accounted for by 
agricultural products, that means an expansion of the agriculture industry. 
I was wondering on which basis you had proceeded. 

The WITNESS: We do not try to refine our definition of relative decline 
too much. There are a number of indices which could be used—a decline 
in the relative labour force is one; the proportion of people engaged in agri- 
culture is going down all the time. But this decline will, it is likely, begin 
to “taper off”? pretty soon. The percentage of the total national income com- 
ing from agriculture is another index that could be used. We expect that 


-to go down gradually, but that point was developed rather fully in the brief 


we presented to the Gordon Royal Commission. The situation will depend 
in part on our success in maintaining our exports. If we depend entirely 
upon our domestic consumption of food, it is definitely going to decline rel- 
atively; if we can maintain our export trade in some products we can prevent 
the relative decline being so rapid. In theory, we might be able to stabilize 
the situation if we could get our costs down low enough to compete with the 
rest of the world on a favourable price basis. In those circumstances we could 
maintain the agriculture industry relatively better than we could if we had 
a declining export trade. 


Mr. CHARLTON: Speaking of exports, ee is the percentage of exports 


of agricultural products? 


The WITNESS: It totals about 30 to 35 per cent of our total agricultural 
production. That is based on gross value. 

Mr. CHARLTON: What percentage of our bee exports is represented by 
agricultural products? 

The WITNEss: That is not very far from 30 per cent, also, I think. 


By Mr. Argue: 

Q. The main reason farmers get into difficulty in paying off loans is 
the fluctuation in the prices of agricultural products, and- I think a great many 
of the problems involved in lending and borrowing money would be removed 
if there were suitable policies for the agricultural economy. I was wondering 
what stand the Federation is taking with regard to an agricultural programme 
into which our lending institutions would fit. In other words, what are your 
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suggestions for preventing a further decline in agriculture industry, which is 
in a state of semi-depression at the present time?—A. One of the ways in 
which we could maintain our export industry would be to achieve a continuous 
increase in our efficiency. We are competing against a large number of other 
countries which grow farm products for the export market, and to the extent 
we lag behind them it will be more difficult for us to maintain our position 
in the export trade and to maintain agriculture as a fair-sized business in 
our economy. Loans such as we are talking about—long term mortgage loans 
and farm improvement loans at a reasonable rate of interest—would allow 
farmers to equip themselves in order to achieve this end. 


We must not forget that almost every country in the world—one might, 
indeed, say every country, including even the so-called’ backward countries— 
are going all out to make agricultural production efficient. They are holding 
interest rates on loans as low as they possibly can in order to enable farmers 
to buy productive equipment for this purpose. If we, in Canada, are going 
to lag behind the rest of the world we shall lose our export market, and to 
that extent even home-produced food would be dearer. 


Q@. Surely you must go further than this and say that a domestic policy of 


support prices—subsidies—use whatever term you like—is essential to maintain 
the efficiency of the industry and remove some of the results of these violent 


fluctuations in prices?—-A. It is true we have advocated a price support policy, — 


though not one of an extreme character. The Federation, we consider, has 
not gone all out and asked for extreme price supports, but we believe ‘that 
if we can prevent prices falling too low we shall prevent them going too high 
later on, and thereby stabilize the price to the producer and to the consumer 
also, at a cost, perhaps, from time to time, of some subsidies. Some loss might 
have to be borne, but if you do not assume that there might be a loss 
occasionally, you will simply never stabilize agriculture. 

In other words the farm economy in a completely free market with no 
price supports and no government intervention whatever would tend, over 
a period, to become more gradually violent in its price and income fluctuations. 


Mr. QUELCH: Would you say that we.are competing with the treasuries 
of other countries, rather than with the farmers of other countries? 


The WITNESS: Yes, to some extent that is correct. 


By Mr. Weaver: 

@. As an agriculture economist, Dr. Hope, can you tell us whether it is 
safe for the agriculture industry to depend upon 30 per cent of its product 
for export?—-A. Let me answer that question this way: there is," 1. admit, 
always some risk in an international market, because no one knows what is 
going to happen to foreign countries. On the other hand, that 30 per cent. 
is nearly all wheat, and if we leave wheat out it would not amount to more 


than 10 per cent. As far as wheat is concerned we must have a substantial 


export market because there is no other profitable one for the land, unless 
we want to put all that land into cold storage. We have got to send that wheat 
out. So, leaving aside the rest of the surplus of farm products today, it is 


not very great. In some cases, of course, it is still of importance—potatoes, . 


to take one example, and, to a large extent, tobacco. | 

@. I suppose you are of the opinion that a big influx of immigrants would 
largely remedy that situation by increasing consumption in the home market? 
—A. Yes, we advocate a good healthy immigration. We would like to see the 
home market expand. 


Mr. BLACKMORE: Yes, but the immigrants would also increase production. 
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The WitNEss: That is so, but we do not consider the immigrants would 
increase farm production too much. They seem to like to work on a farm 
for a few months and then to leave for work in logging camps or in industry. 


By Mr. Quelch: 


Q. Mr. Chairman, does Dr. Hope know the percentage of our imports 
from the United States represented by agricultural products?—A. I am afraid 
I cannot answer that question exactly, except to say that it is very high 
because of cotton, citrus fruits, fresh vegetables and fresh fruits out of season. 
I would guess the figure would be at least half, or more than half, of our total 
imports from the United States. That includes, of course, imports which are 
non-competitive such as raw cotton which is of tremendous importance. 

@. What about sugar and coffee?_A. Yes, some sugar comes in, but coffee 
is not grown in the States unless you count Puerto Rico. Some rice comes from 
the United States. The percentage of our fresh fruits and vegetables coming 
from the United States is steadily increasing because of our wealth which 
_ results in an increase of our out-of-season consumption. 


The CHAIRMAN: Dr. Hope, with the increased mechanization of farms, is 
it still more expensive to operate even though a farmer needs less_ hired 
hands? I was just wondering if the increasing expenditure on mechanization on 
farms was not to some extent counter-balanced by the fact that you need less 
people to operate? 

The WITNESS: In other words, increased mechanization is counter-balanced 
by a smaller need for labour and results in lower costs? 


The CHAIRMAN: Yes. 


The WITNESS: On the basis of the cost required to produce the article, yes, 
you are correct; the reduction in labour costs more than off-sets the cost of 
the machinery, otherwise no one would farm along these modern lines. That 
is one answer. At the same time, mechanized farming does require more of 
the operating costs to be paid for in cash, and it requires more capital, because 
capital is replacing labour. I made a calculation once, a few years ago, rather 
roughly, and it appeared that it then required about $7,000 or $8,000 worth 
of machinery to replace one man in agriculture. That appeared to be the 
situation then. In the old days of horse farming a man needed to put out a 
lot less capital, although he had to have more labour. Labour was paid monthly. 
You did not have to borrow money to pay labour. You paid them monthly 
wages, or every other month, and it was a continuous process. But now you 
do not do that. You have to go out and borrow $5,000 or $6,000, and you have 
gradually to repay it with interest and principal payments, so it is a different 
kind of financial management from what it used to be. 


By Mr. Quelch: 


@. Having in mind a farm that is largely a grain farm, and one in which the 
soil is of such character that the yield will be an average one, how large 
would you say that farm should be in order to make the most economical use 
of the full line of farm machinery? Did you not suggest some time ago that it 
would have to be around two sections?—A. Some years ago, when I was out 
west, I probably made such a statement. I was more familiar then with con- 
ditions; but I have not been out there for some years and I would hesitate to 
Say now exactly what it should be. I do know that since I was out there 
combines are larger, one-way discs are larger, seeders are bigger, and I know 
that today it likely requires a larger unit in acres, to obtain a more efficient sized 


' unit than when I was out there. 


@. I would imagine that is pretty well true today, and that a farmer would 
need a larger amount of capital to finance an efficient unit. We can hardly 
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expect the government to finance or subsidize an inefficient type of farming. 
That is probably why farm units are increasing in size, in order to operate on a 
more efficient basis.—A. That is correct. | 

Mr. ARGUE: In your study of agricultural policy in other nations of the 
world, do you know of. any advanced nations which do less in the way of support 
prices and other policies for agriculture than is done by our country? 


Mr. MicHENER: That is a pretty broad question! 
The Witnsss: No, I do not know of any country that does less. 


By Mr. Charlton: : 

@. Coming back to the answer that you gave to the chairman’s question; did 
you answer on the basis of the entire country, or on the basis of east or west? 
What proportion would there be in your answer with respect to east and west, 
end in the method of farming?—A. What was that again, please? 

Q. The chairman questioned you and he asked you with respect to the cost 
of equipment on farms, would it probably offset the increase in labour previ- 
ously, with labour instead of equipment. Would you say that perhaps the 
difference would be similar in the east and the west, or would there not be a 
much greater reduction in the west than in the east?—A. Yes, because the west 
is much more highly mechanized than the east. They have gone to the extreme, 
and I do not know if the west can reduce the labour content of their farm 


products very much more. But in Quebec you have the other extreme, where 


mechanization in Quebec has not gone very far. | 

There is an interesting point which I looked up the other day. It has to do 
with the value of horses in Canada. I found that the value of horses today in 
Quebec is about $150 per horse, while in the west it is $55. The value of horses 
in the western provinces since 1935 has not increased more than $5 or $6, starting 
away back in the thirties; but in the province of Quebec horse prices started low 
and have gone away up in price. Maybe. horse dealers would make money 
through buying in Saskatchewan and shipping to Quebec. But, at the other 
extreme, New Brunswick is also somewhat similar but not quite so much as 
Quebec. I know that the demand for motive power in Quebec is still heavily 
influenced by the number of farmers who are horse farmers. There is prob- 
ably a reason for that because Quebec farms are somewhat smaller, and maybe 
some of the land is a little rough and stoney. Therefore the Quebec farmers 
find that they make a better living right now with horses than they could by 
buying a tractor. That is because of the nature of their land and the longer 
winters and the deep snow, where they would use horses more often in the 
bush, and where the tractor is not very effective in the bush unless you equip 
it with half-tracks; but we feel that even this will change, and the day will 
come when the Quebec farmers will be highly mechanized. The problem then 


of financing farms, which is positively the greatest problem in the west, will be 


the same in Quebec as it is out west and even in Ontario. and it will also occur 
in New Brunswick. \ 


By the Chairman: 
Q. Would that not entail a change in the type of land holding in Quebec?— 


A. It would require larger farm units in Quebec. They might adapt a small 


tractor and equipment to a small tract of land but it would-not be very economi- 
cal; it would probably require a somewhat larger farm in Quebec. . 


By Mr. Argue: 
@. The purpose for advancing money under this act is, I believe, to 
provide more efficient farm units. Whenever there is industrial unemployment 
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in Canada everybody says that it is a bad thing and: that we should try 
to correct it. But when there is a lot of unemployment in the agricultural 
industry, that is not true, although you have a good deal of labour with certain 
very tiny units which are very definitely under-employed.—A. That is true. 


Q. Could you.give us some idea of that under-employment and the num- 
ber of employees in. the agricultural industry who, by and large, because of 
their tiny farms, are wasting their time by being in that industry, and adding 
practically nothing to the productivity of the country?—-A. I hate to give a 
figure. The census should give you some guide as to the number of part-time 
farmers and the number of self-sufficient farmers just producing enough for 
their own home produce. That is the type of which you refer, but off-hand I 
do not think I had better make a guess on it. 


@. Would you say that there might be many of the 100,000 people, the 
labourers working in the agricultural industry, who work at no other industry, 
who are totally, or almost totally under-employed in the agricultural industry 
because ‘they are attached to, let us say, a tiny and inefficient farm unit?—A, 
Yes, I think that 100;000 would include nearly all the family labour; that might 
be an approximation. There has been a great decline in the number of farms 
since 1946, and a big drop in the labour force in agriculture since 1946, but 
in spite of that decline, the volume of farm production keeps on going up. 


Q. Surely.—A. We believe that the decline in itself has been mostly in the 


‘sector of fringe farmers that you are referring to who are dropping out of the 


picture. ; 

In some cases their farms have been taken over by their neighbours; in 
some cases they are dropping right out of the picture and the land is going right 
back to forest. That is a process which has been going on rather rapidly in 
the post-war years, but we see an indication of it slowing up. Based upon 
what we can anticipate in Canada that decline will not go on much longer, 
The problem of course is, what can we do about those farmers? 


By the Chairman: 


Q. In what province would there be the greatest decline?—A. In New 
Brunswick and Quebec.. The unpaid family labour force, the farm labour 
force, in Quebec has gone down quite substantially in the last ten years. I 
am not too familiar with Quebec agriculture, but I can say that part of the 
answer might be to look at the definition for unpaid family labour as used in 
the Labour Force Survey. A labour force survey defines unpaid family labour 
as a worker who works so many days per week on a farm. You can see by 


_ looking at some of the figures that the decline in the unpaid labour force in 


Quebec has been mostly in female unpaid family labour, which would lead me 
to believe that the farm women of Quebec perhaps do not go into the cow 
barn as much as they used to, and therefore they are dropping out of the 
unpaid farm labour force. 


By Mr. Macdonnell (Greenwood): 

@. Perhaps they are going to work in the city?—A. Possibly so, but the 
girls may have decided not to do so much farm work, and the same thing goes 
for Ontario and all over the country. Women are withdrawing from the cow 
barn. 


Mr. HUFFMAN: Perhaps it is because of milking machines. 
The WITNESS: Yes, milking machines would be quite a factor. 
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By Mr. Quelch: 

@. In the west there are more girls running tractors now than ever before. 
—A. In the summer time that is a very important feature, and it is quite true. 
Although we are concerned with the sub-marginal farmer or the small farmer 
on land like that, we hear people talking about inefficient farmers and how 
we are subsidizing inefficient farmers. But you have got to take a look at both 
agriculture and non-agriculture, and when you consider a poor farmer with 
a low income. When you look at city people, I doubt very much if we have 
any greater percentage of inefficient people in agriculture than we have in 
industry. Take, for instance, non-farm labour. A farmer is always penalized 
if he is a poor producer. But in the city, people are not necessarily penalized 
if they happen to be poor producers. If you work as a labourer, well, you 
get a certain standard wage rate, and unless you are very bad, you will still 
stay on the job. But when a farmer becomes inefficient his income goes down 
before very long. So I do not think that agriculture is any worse in that 
respect, having regard to all the people of Canada. We hear people complain 
that we have so many inefficient small units. ; 


= 


By Mr. Macdonnell (Greenwood): 


Q. That is why farmers are so much better than the rest of us.—A. There 
is another factor too. We must not forget those who have invested in farms 
in the back concessions of this country of ours. We often find a lot of happy 
people on small farms—some are mighty happy people. Usually they get low 
incomes, but they do not ask for a lot of things. They might be just as happy 
there as if they were shifted into some industrial job. 

We would like to help them all we can, yet we do not think than any 
holus-bolus moving of them is going to be ne final answer. However we do 
think this: what Canada does need, what we do need is a national policy of 
land classification right across the country. We definitely need a national 
policy of economic land classification by provinces so that we can mark out 
the areas which we consider are not suitable for farming and then take the 
people away from those lands and see if we can. relocate them on some farms 
somewhere else, or in the city. Beyond that I do not see how far we can go. 
We have got that in the province of Saskatchewan. There the land is almost 
completely classified now. Alberta and Manitoba are also well along the way. 
Other provinces have got soil maps scattered here and there, but a real attempt 
to zone out the nation’s resources of land has not been done. It is a long range 

«programme that is very badly needed. 


By Mr. Michener: 


Q. Do you think there are many people trying to farm lanc! who really 
are not suitable for farming?—A. Oh he there are lots of people like that, 
even in my own county. 

Q. Is it desirable to help them to continue with such a thing?—A. No. 
The farm home improvement assistance administration in the United States 
points up how carefully you have got to be when you help a man through 
assistance, that you do not perpetuate him on a piece of land which is obvi- 
ously unsuitable for agriculture. That is the judgment of the administrators. 


By Mr. Charlton: 


Q. Is that what Dr. Patterson meant when he said that some of these 
people on marginal farms should move to the city?—-A. Dr. Patterson is a 
pretty sound man and if he said that, I am sure that is what he meant. I think 
he meant that if they were on sub-marginal land they would be better off 
if they were located in a city or on some better piece of land. 
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Mr. MacDonne.yi (Greenwood): It may be that you feel that we cannot 
_do anything about it. But I have been impressed by the thought that the 
agricultural problem is not one problem, but several problems. We are talking 
_about an average farmer, but such a farmer does not exist. My point is this; 
it has become clear that farming conditions in the west are one thing; in 
_ Ontario they are another thing; in Quebec they are another thing, and in the 
Maritimes they are still another thing. You may say that there is nothing we 
can usefully do by way of trying to break that down, but it does seem to me 
that there is something artificial in trying to deal with an average situation, 
without trying to see how different the problems are in the various parts of 
the country. Perhaps when Mr. Chester returns, he can give us statistics to 
show how relatively important the loans are in various parts of the country. 
Perhaps you might consider that, Mr. Chairman. You need not give a ruling 
now; but it seems to me as I have listened that what we are discussing is 
something which is terribly concrete and real. 


Mr. BLACKMORE: In every type of farm we have throughout the country, 
_ the interest rate charged on the loan is an important matter, and that is, after 
all what we are considering right now; and the next thing is the ready avail- 
ability of the loan when needed, which is a very important matter, and that 
is another thing under consideration in this committee at the present moment. 


By Mr. Pallett: 


Q. Dealing with Ontario, you are probably familiar with Dr. Patterson’s 
report to the Royal Commission. I was wondering if in his submission he | 
pointed out the increasing size of the farm unit and the trend towards that 
increasing size, and if the maximum limits prescribed in the amendments to 
this act will be sufficient to take care of that trend. In other words, will a 
maximum loan of $15,000 be sufficient? Your recommendation is for $20,000.— 
A. We have suggested $20,000 as a maximum, which is $5,000 more than your 
proposed amendment. ‘I might say that with the Farm Credit Administration | 
in the United States their maximum is $100,000. That is the maximum loan 
Which can be obtained in the United States under the Farm Credit 
Administration, 


Mr, BuacKmore: And their need for loans is no greater than ours! 


By Mr. Pallett: , 


Q. There is this trend in Ontario towards larger sized farm units.—A. Yes. 

Q. Am I correct in Saying that if you want to start with an average 100 
acre farm, let us say, in western Ontario, that in order to bring it anywhere 
near an efficient operation it would involve an outlay of between $40,000 to 
$50,000?—A. I cannot answer that question exactly. I am not sure of the 
capitalization of western Ontario farms. It would be much higher than would 
be the case in eastern Ontario, for a 100 acre farm here. I would not like to 
say what it would be in western Ontario. 

Q. Is there any trend towards a specialized type of agriculture?—A. Very 
much so. 

Q. Which involves a higher degree of mechanization and even research 

coming into it?—A. Yes. 

. Q. Involving a higher output of capital; and would you care to comment 
if there would be any merit in increasing the size of the land under this act to 
_ take care of this situation, or including it under the Industrial Development 
Bank, since farming is a special industry.—A. I would rather that agriculture 
was not financed by the industrial development bank. I would rather treat 
this as agriculture and not as an industry. We do not favour big corporation 
farms. I know there are big farms—even perhaps here in Ontario—with a big 
72973—2 
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_ capitalization. We do not feel that is the answer to agriculture. We still 
stress the family-type farm. I think it is important, and I do not think that 
you need a huge capital investment to make agriculture healthy. That is 
why we thought $20,000 would be ample to cover even a person who wants 
to get a large efficient farm unit. 

Q. It is agreed, I believe, that there are a number of situations where 
the $20,000 loan would not be sufficient?—-A. There would be some cases no 
doubt; but not to any great extent. Mind you, Mr. Chester could certainly 
answer that question better than I could. He would know the amount of loans 
which have gone forward. However, a $20,000 loan lending at 60 per cent 
of the appraised value of land means about $30,000 worth of land. 

Q. A little better than that——A. Yes. That is a pretty good-sized farm. 


By Mr. Macdonnell (Greenwood): 


 Q. Accepting your view that that is a pretty oan: sized Pari is there a 
feeling that as a farm gets larger it becomes less efficiently operated and the 


loan becomes less secure? Up to what point do you think a unit could be. 


efficiently organized? What would be the test?—-A. The test, of course, would 
vary with the province, whether a fruit farm, specialized poultry farm, and 
so on. You see, after you get to a certain point in any sized unit, if you ex- 
pand it you simply double each unit, and get another combine, and so on. If 
you double it and get one more combine, you probably pave not increased your 
efficiency. 


Mr. CHARLTON: If you do not double it and still have to acquire the second 
combine, then you decrease you efficiency? 


The WitNnEss: Yes. If you have not doubled the acreage, then, of nauree. 
you would not. 


By Mr. Macdonnell (Greenwood): 


Q. Is there also a feeling that when you get to larger figures the man is 
operating on a scale where he can get his money elsewhere?—-A. That is an 
element, but probably a more important element is age; it is very important. 
When I was in Saskatchewan at the university we studied that question care- 
fully. We analyzed all the farm records taken over a period of years. We 
examined the age of the man when he bought additional land, and that research 
came out with the conclusion that the typical age of ceasing to expand the 
farm unit was 55 years of age. The typical farmer at 55 years of age slows 
down to the point where he does not think it worth while to expand his business. 
That may also be true in the city. I am 56 years old and I find the same thing. 
I am at the point now where I do not want to take on more work than I can 
handle. A few years ago I could gobble anything up, but now I think I am 
handling all I can handle. If a farmer reaches that point at this age he is 
not likely to want to buy more land unless he has a young son coming along. 


Mr. BLackmore: There is a question which I think would be worth probing 


into to some extent. As I recall it, Dr. Hope pointed out that the United States 
has gone all out—if that is the expression he used—to make their farmers 


efficient. Is theré any reason why Canada, everything being considered, such 


as her present industrial development, potential industrial development—is 
there any reason why Canada should be less inclined to go all out than’ the 
United States? 


The WITNESs: Not a bit. 


Mr. BLACKMORE: It seems to me that has an important bearing on this 
matter. 
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The Witness: I think producing our food as efficiently as possible is in 
the national interest. 


By Mr. Michener: 


Q. That is not the same thing as producing more food. It is not necessarily 
in the national interest to produce more food?—-A. No. I said to produce it 
most efficiently. 


Q. That is a very important distinction:—A. It is true that most of the 
techniques in agriculture to increase efficiency are also volume-increasing 
; forces. That is a very important thing to consider. Supposing you want to 
4 get a higher yield per acre of oats, for instance, in Ontario, or a higher yield 
4 or lower cost of producing soya beans or sugar beets or something, how do 
you do it? By putting on more fertilizer. You get a lower cost per unit but 
more total volume. You want to produce milk cheaper per 100 pounds. You 
feed a better kind of feed and you get a lower cost per unit of milk produced, 
but also a larger volume. When you do these things you obviously have to 
look for an additional market if you can, either a home market or a foreign 
market for the result of the increased efficiency. : 


Ae Ss 
i eek ae 
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By Mr. Chariton: 


@. Is it not true in many cases where farm prices are down that the 
production goes up?—A. Well, I am sorry I have to disagree with that. That 
is what economists call a backward sloping supply curve. Some people have 
claimed that, but I have never been able to see it. It may be due to the time 
lag; that is, the farmer lags in response to price. But I know, for instance, 
that when the price of hogs goes down it is only a matter of months before 
there are less hogs produced. ; 


@. There is a tendency to try to increase production to take up the lag 
in the price?—A. I do not think that is the solution. 


; Q. What is the difference?—A. Here is an example. Supposing this farmer 
. produces hogs, and sometimes some turkeys, and maybe some eggs, perhaps 
dairy products as well; hog prices go down, and he knows this coming year it 
will be down in hogs, and he may look around and say, “I have got to produce 
another $1,000 in income”. He may go in for more turkeys. He may reduce 
hogs a little, but he will go in to turkeys to get the extra $1,000. That is why 
_ the total volume of farm production does not go down. Production of individual 
products shifts around, but the total keeps on going pretty steadily. 


e 


By Mr. Huffman: 

Q@. Doctor Hope, as I recall your observation yesterday, you predicted farm 
commodity prices would show a general increase over the period which we 
are now in. Will this trend mean there will not be a lesser demand for loans 
than there has been?—A. On the basis of a gradual recovery in agriculture 
from the present position, you are assuming that would mean a decline in the 
demand for loans? 

Q. Yes.—A. Not exactly. There would be a decline in the loans of a re- 
financing type, but there would be an increased demand by young farmers. 
I do not think you could say that would be the result. The net effect would 
likely be no significant change in the overall demand for loans. We know 
this, that prosperous times bring out a great demand on the part of farmers 

’ for intermediate credit loans—a greater demand. In other words, in prosperous 
times the farmer is expanding and wants more fertilizer and equipment, and 
so on. There is more fertilizer put on when there are high prices than when 
prices are low. In hard times the farmer does not buy fertilizer. } 

72973—23 
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Q. On page 6 of your brief you say this: “In some cases sons inherit their 


fathers’ farms after helping run them under a wide variety of more or less 
informal arrangements.” I would hope that you would stress that point still 
further because rather than the informal arrangements I would hope that there 
would be more formal arrangements, so that when an estate or a farm is 
transferred there would not be the problems which sometimes arise now in 
another department of government, namely, the National Revenue Department. 
—-A. I agree with you. It is very tragic sometimes, the complete financial 
ball-up which some farmers get into with their own sons with respect to 
establishing arrangements, as to income tax and everything else. It is an 
extremely involved thing. I suppose it is partly carelessness. A young fellow 
will. work with his father for years with no financial arrangements and then 
when the father dies everything is up in the air. I agree it is a bad thing. 
The federation has not really gone out on an educational program of that 
nature. I believe we should perhaps educate our members to do these things. 
We are now trying to get them to take out workmen’s compensation. More 
farmers should carry workmen’s compensation for farm help. 


By Mr. Crestohl: 

Q. Dr. Hope, I am concerned with one question put to you very bluntly, 
to which you gave an equally blunt reply. You were asked whether there 
was any country in the world in which the government does less for farmers 
than Canada. Your answer was a very direct “no”. I want to know whether 
that “no”? embraced all these phases of agriculture such as, is the necessity as 
great in this country to subsidize farmers as it might be in other countries, 
living conditions here in Canada might be good and perhaps better than they 
are in other countries, and the whole gambit of conditions might give your 
reply a very misleading effect. I would like you to enlarge on that.—A. That 
is a very good question. Of course, the way the question was put, the answer 
was correct. 


@/ ‘I-do not doubt that.—-A. There might be an implication behind it that 


we were completely dissatisfied. That is not correct. 

@. Would you enlarge on that?—-A. Obviously, we feel that we do not 
have all the policies we would like to have; but we are not completely dis- 
satified with what has been done to date. 


Mr. ArGcuE: Nobody is. 

The Witness: I do not want my answer, Mr. Chairman, to mean we 
are dissatisfied and grouchy and complaining, because we are not. On the other 
hand, we must admit that if you survey the world and the various countries 
like Europe, New Zealand, France, and so on, they are obviously attempting 
to foster agriculture on what I suggest to you to be a more generous scale 
than Canada. ‘ad 

The CHAIRMAN: Is there not a different social and economic background 
that makes them do that? ; 

The Witness: Yes. In the case of Europe it is a desire for national self- 
sufficiency because of the danger of war. There is no doubt in the world 
about that. For instance, Italy, Denmark, Holland, Great Britain, all have the 
fear of being caught unprepared and therefore they tend perhaps to subsidize 
their agriculture quite highly. There is also the political situation where in 
France there is a very high percentage of the voters who are rural. That is 
not so in Britain. I think in France the political situation enters into it. 


Mr. ArGcuE: As it does. here. 


The WITNESS: There is one more point about New Zealand. I do ‘not 
suppose New Zealand particularly subsidizes her farmers very much, but they 
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do have a lot of assistance, state intervention and guidance, in their agriculture. 
They have set up nation-wide marketing boards there to handle their dairy 
products. They try to stabilize the farmer’s income by means of these marketing 
boards. They have a very high quality of research, state-supported, because 
they know their major export products are dairy products and they have 
to compete with the whole world. Therefore they go all out to increase 
efficiency, and are very successful. 


By Mr. Blackmore: 


@. I was interested in what you said about France.—A. I said that a 
very high percentage of the people are rural and agriculture has a very strong 
political voice. But, basically, looking at the world as a whole, it appears to be 
this: all countries have land—I do not care where they are—they all have soil, 
but they do not all have forests: they do not all have coal, nickel, aluminum, 
or waterpower; but they have land, all of them. That is the one resource 
they all have and they are going to develop it to the full. We have to compete 
with every country in the world that knows that, and they have all types 
of programs to boost their agriculture. That is the field we have ‘to compete in. 
That is a national policy employed by all these countries. 

Again, I want to say this, Mr. Chairman, do not take my answer to mean 
we are crabby. The question was put to me and I answered it correctly. I do 
not know of any country which gives less assistance. Some give more assistance. 
I would like to see a little more; not a subsidized farm economy exactly. Above 
all we need, maybe, a little more sympathy from city people, as to the problems 
we face on the farms. . 


By Mr. Crestohl: 


Q@. But you are quite content Canada could do more, but is doing reason- 
ably well?—A. Yes, I would say we are doing reasonably well, but could dd 
more. I am grateful to have had this opportunity to come before you gentlemen 
here to put our case. 

Mr. ARGUE: We worked hard to get it for you, I assure you. 

The WITNEss: I appreciate it, As a matter of fact, Mr. Chairman, I am quite 
convinced that every gentleman in this room here basically is friendly to 
agriculture. I am sure you realize that you spend a quarter of your income on 
food in this country, twenty-five cents out of every, dollar. Twenty-five cents 
out of every dollar spent in Canada is spent over the counter for food we 
produce, and so surely you should be interested in an industry which takes 
one-quarter of your money. 


Mr. ARGUE: How much do the farmers get of the 25 cents? 
The WITNESs: About half. 


By Mr. Blackmore: 


Q. And of the food we buy how much comes from other countries without 
protection to our own producers?—A. We get, of course, a fairly amount of 
non-competitive products, but there is not very much of the products which 
we produce ourselves. / 

@. How many of the products are really competitive on the market today, 
considering the subsidies given by even Turkey?—A. You mean how many 
products are sold on the world market completely free of any subsidy? 

Q. No. Mr. Quelch said we are competing with the treasury of other 
nations, and that means we are placed at a handicap, but the general im- 
pression seems to be that our farmers should be able to surmount that handi- 
cap when they are competing with Cuban sugar, other people’s potatoes, New 
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Zealand cheese, butter, wool, sheep, and all that sort of thing.—A. I am not 
sure how to answer. You did not put it as a question. 

Q. I was leading a little bit. But, Mr. Chairman, I think it is a very im- 
portant matter that we should realize that our farmers are not having an 
easy time. A short time ago Dr. Hope made a remark which I thought was 
very, very appropriate. He said the day will come when Canada will look 
over this situation and say we have gone far enough. By that time we wiil 
probably have destroyed a large portion of our agricultural potential. Would 
it not be wise to find out whether we have gone far enough now?—-A. Perhaps. 
There is a small example, which is of interest to me. You have heard a lot 
of talk lately about the great expansion of engineering in Russia and how 
we are not turning out enough engineering graduates. It is stated that it is 
a great tragedy. We have men who come back from Russia and tell us that 
repeatedly. They tell us that we are away behind in engineering, and that 
there is a great danger. 


Did it ever occur to you that the best place to train engineers is on the 
farm? It is really the best place to train a future engineer on the farm. 
running machinery, where he learns from the age of ten up, and when he 
goes to college he has practical experience and knows how to use his hands 
and his head; he has the kind of training which a boy in the city never has. 
I had a concrete case which I told to the Gordon Royal Commission, and will 
give ‘again. My son, now a Carleton College student taking an engineering 
course, is about 22 years old. He was raised on the farm; at the age of 10 
or 12 began to handle machinery. He repaired the machinery, constructed 
things himself, and built a wagon himself. He built a day elevator to elevate 
the bales of hay into barns, when 17 or 18 years old. He decided he wanted 
to go into engineering, agricultural engineering preferably, and decided to 
take a mechanical engineering course. About a year after he started the 
course my wife was talking to an engineering contractor and somehow in 
this discussion this fellow said. “‘What is your son going to do?” “He is going 
to become an engineer,’ was the answer. “Does he come from the farm?” 
She answered, ‘Yes’. He said, “You know, Mrs..Hope, in my long years of 
experience in engineering and construction work I have had occasion to 
meet many engineers and by far the best engineers are the ones who were 
raised on the farm. “I always want the engineer who came from a farm 
background and then went to college. He is better than the other fellow.” 
Therefore, I say we have a great training ground for future chee in 
Canada right on our mechanical farms. — 


Mr. FRASER (Peterborough): At the same time, that is taking the young 
man off the farm, and that is not what we want to do. 


The WITNESS: That would be correct to a degree, except that we know 
a certain number have to leave the farm. We do not worry too much as 
long as the good man who wants to stay has a fair chance to become established. 


Mr. HurrMaAn: Mr. Chairman, I believe that Dr. Hope has given this 
committee desirable information, and I understand he will be called before 
the agriculture committee at which many similar questions will probably be 
asked. I wonder whether we have not rather exhausted the questions, pos- 
sibly, at this time, as to the true position of agriculture? Perhaps we could 


relate any further questions we might wish to ask to the subject of tongeeun 


loans in which we are particularly interested. 

The WITNESS: Following that statement, the hour is getting late and I 
feel, as Dr. Huffman said, that we have for the time being exhausted this 
subject: I am wondering if I might make a short statement and then, maybe, 
we could come to the end of the time when my presence is required here. 

Some hon. MEMBERS: Agreed. 
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Mr. MACDONNELL ( Greenwood): Before he goes on with that statement, may 


I ask Dr. Hope whether he would consider adding to it any comments about 


the possibilities ahead with regard to the export of agricultural products? 


The WITNESS: It does not fit in, specifically, with what I have in mind, 
in a final statement, so I will just say this: So far as the export market is 


_concerned our views are well set out in our brief to the Gordon Royal Com- 


mission. I can summarize them by saying that we feel we shall for many years 
to come need a good export market for wheat. We hope to be able to maintain 
it, but we do not look to see an expansion of the world total market. In 
view of what is going on in other countries of the world we shall be fortunate 


_ to hold it at about the present level. 


With regard to the other products, we would expect tough competition from 
the European countries. We do not look for any great expansion in the export 
of farm products to the so-called backward countries, because they are embark- 
ing on great projects to try to feed themselves. Therefore, we would anticipate 
no great expansion in farm exports to these countries. We would hope to keep 
the American market open as far as we can because this is a close market to 
us, and we would. very much like to see it kept open. With regard to the 
British market, we are not very hopeful that we shall be able to secure any 
great expansion or even be able to get into that market on any considerable 
scale, because of Britain’s own domestic subsidy program and, also, because 
Denmark and Holland, both surplus-producing countries, are right next door. 
On the other hand, we are hopeful that our own domestic market will continue 
to expand ata sufficiently rapid rate to afford reasonable prosperity in the home 
market, and we are looking to that in the future. 

Now, Mr. Chairman, I come to the few remarks with which I should like 
to close. , 

The main problem today with regard to long-term farm credit is the 
transferring of farms, which constitutes a relatively high cost to a young 
man establishing himself. This is mainly because, first of all, of the change 
from horse farming to power farming, and this process is still going on and 
will continue to go on. Secondly, a larger farm business is needed today to 
provide a moderate living standard compared with the situation some years 
ago. These two factors mean greater credit needs. They affect not only the 
young man himself—the young farmer whose case we have stressed so 
strongly—but they directly affect the father of the young man concerned—the 
father who wants to retire. In many cases he wants to transfer the farm to 
the son; the son only possesses a small amount of capital and the father cannot 


_ retire unless the farm is sold at a reasonable price together with the equipment 


and stock so that he will have enough to live on. Therefore this is a social 
problem as well as an economic problem; a father cannot retire because the 
boy is not able to secure enough money to finance himself under the present 
arrangements. As I say, this is a social problem as well as a financial one and 
it is growing all the time. , | 

A suggestion was made here that we might transfer this burden to the 
provinces. Well, Quebec has handled it pretty well by subsides—low interest 
rates—but the Ontario scheme is working, I suppose, only moderately well. 


The West, I am quite convinced, cannot do it and therefore we look to a 


national scheme. I think this should be done on a national basis. I do not think 
the provinces would worry about it if you took this over and in any case we 
would not have to wait years and years until all provinces decided to do some- 
thing. You could do it, in effect, this spring if you made a decision to do it, 
and you would be doing a real service for agriculture if you decided to do it 
right now. 
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Private mortgages do not fill.the bill for two reasons: the rates are high 
and the terms of borrowing are short—five year terms renewable at the end 
of the five year period. Beside the cost of renewing the mortgage one must 
also consider the uncertainty which this imposes on a young man who is left 
wondering whether or not he will get an extension. Private institutions have 
practically withdrawn from this field and we see no evidence that they wish 
to return. They are happy in the lucrative field of lending to the city people. 

What we need is a national organization to bridge this gap which now 
exists, and fill this particular field, and we feel that the field is wide open to 
the Canadian Farm Loan Board who could step right in and -do a real service. 
I am quite confident that if the act were sufficiently flexible—if these gentle- 
men were given pretty wide powers, and if they could go out and do this 
job for agriculture they would do it even though it would probably mean hiring 
more men and arranging for some of their staff to have special training in 
giving assistance to farmers. 


The Federation has asked for interest at cost, and a maximum of 40 year 
repayment terms with a $20,000 maximum loan, loans to range from 60 per 
cent of the appraised value to as high as 80 per cent on small loans, up to a 
maximum of $8,000. Of course, we would naturally like to see our recom- 
mendations fully implemented; it is only reasonable we should press for that. 
But,if this is not possible we would earnestly like to see you stretch yourselves 
as far as you possibly can along the lines we have suggested. We believe there 
is nothing harmful in having a 40 year term as the maximum. It does not 
weaken the loan, it does not make the loan less secure; it just makes the loan 
somewhat easier for a man to pay. That does not mean to say that everybody 
is going to ask for a 40 year term. Some farmers may be afraid of it and say: 
“Oh, I will be dead before that time.” This thing should be flexible. Some 
people may choose a 10 year period, or 15, or 20 years up to a maximum of 
40 years and my guess would be that many farmers would not want to touch 
the 40 year term. At the same time I am quite sure that some young farmers 
with limited capital will accept the 40 year term with great satisfaction. That 
does not mean to say they are going to keep the loan on for 40 years. If the 
man concerned is an up-and-coming fellow, then after five or ten years he 
might decide to pay it all off. What we urge is that you should give him a 
chance to start—let him become an owner, taking an owner’s interest in the 
land he farms. It is home ownership that we are trying to sponsor, and in our 
opinion the 40 year term will definitely help bring this about. 


We consider that a lower interest rate is completely feasible even on the 
government’s present borrowing rate of 34 per cent if you do not demand that 
this corporation should always show a profit and if you do not worry too much 
should there be a little loss now and then, or put the board “on the spot’ if 
they lose $100,000. What is $100,000 to an industry that has $4 billion worth 
of land behind it? With the expansion of the board’s activities which could be 
expected as a result of this proposed new policy it would be quite practical to 
lower the rate of interest along the lines we suggest. : 


With respect to the percentage of the appraised value which we recom- 
mend, I would say that we are not unreasonable people. The Directors of 
Canadian Federation of Agriculture are farmers who are sound businessmen in 
addition to being practical farmers. They do not say that all loans should 
be 80 per cent of the appraised value of the property. We think that on a 
large loan you might make the figure 60 per cent of the appraised value 
because we consider that the element of risk attached to so large a loan is 
greater. A large farm can make a great profit, but it can also make a devil 
of a big loss. The young fellow starting out to farm would not likely be in 


the field for a big loan, anyway; he ‘is not going to ask for a $20,000 loan. x 
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We are interested in the fellow who may want to borrow $6,000, $7,000 or 
$8,000—a man who already has, perhaps, $4,000. If the man is an approved 
risk, and you have discussed the matter with him, make it 80 per cent of the 
appraised value. But, we say, in that case let the board make a decision 
whether in its opinion they think that lad needs supervision. That, of course, 
will mean the hiring of some more men and the training of more men to 
do the work. It may be that three quarters of the board’s inspectors are not 
at present adapted to that type of work. Possibly, a few of them are. But 
if we double the dollar volume of the business being conducted by the board 
they will need more men anyway, and they should be well trained men who 
could carry out the kind of supervision which we have in mind. Obviously 
this means incurring some extra cost and it is possible that the board might 
lose money because of this additional administration cost. We consider that 
we should not shy away from this. We felt that it is in the national interest 
that a young fellow should have a chance to follow his father and that the 
father should have a chance to retire, even at the expense of the cost of some 
supervision. : 


We considered for a long time whether or not it was desirable to have two 
separate agencies, one an agency such as the Canadian Farm Loan Board 
acting or operating on a strictly business basis and the other a separate agency 
established to make assisted loans to young men starting out to farm, along the 
lines of the system operating in the United States. But, on reflection, we did 
not think we would get very far with the government of Canada if we asked 


for another agency. I think we know this government pretty well, and maybe 


there is some logic in not having two agencies. Therefore, we conceived the 
idea of taking the present board, expanding it a bit, and having a separate 
branch, maybe, to assist young farmers, leaving it to the discretion of the 
board to determine how far to go within the framework of the 80 per cent 
limit we have suggested. The board, and its inspectors, would be the ones 
who would decide whether or not a particular man needed a supervised loan. 

There is one more thing which I would like to say, and that is on this 
question of the prepayment plan. There is nothing in this proposal which 
would hurt anybody, and no reason why this amendment should not be put in. 
It does not weaken the loan; it simply means that when a farmer has a good 
crop in his district an inspector is informed and he says: “this year you have 
a good crop, and we suggest that maybe you could make an additional payment 
now—your normal payment plus another, or maybe two, and we will give 
you interest; and when things do not go so well, just inform us and we will 
take your annual payment out of the fund.’ That could be arranged without 
any harm to this act. 

Mr. FRASER (Peterborough): Would it not be better to reduce the payment 
for the balance of the year? 

The WITNESS: Strictly speaking, that would go to another year and he 
would then be in arrears. They operate that system now. They do encourage 
that kind of repayment at the present time, but strictly speaking a man could 


_ get into arrears that way. The method we are suggesting would avoid this 


and the farmer would get interest on his money. A 
The final word I have to say is this: this is the last chance I would guess, 
for some years we shall have as organized farmers, of discussing this Can- 


- adian Farm Loan Board question. I do not know how often this matter is 


looked at, but, as I say, this may be our last chance for some years and I 
think you have an opportunity right now if not to solve the young farmer’s 
problem completely, then to go an awfully long way to doing so without 
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hurting the taxpayers of Canada one ‘iota by introducing longer terms of 
borrowing, a little lower interest rate and encouraging a biggar volume of 
business. 


By Mr. Fraser (Peterborough): 


@. And less “red tape?”—A. Yes, you can say that. I do not know how 
much “red tape” is in it now, but certainly there should be some method of 
speeding up the making of loans. om 


@. Yes, faster appraisals—A. The whole thing could be changed in such 
a way that agriculture could say, at long last: we now have a plan whereby 
a young fellow starting to farm on a relatively small capital has a chance to 
get into operation. The bill as it stands right now is 4 very creeping little 
step in the direction I have been talking about. 


Q. Even with the amendment?—A. Even with the amendment. It is in 
the right direction, but it is a very small step. 


Now Mr. Chairman, I have talked for a long time; in fact I have over- 
talked myelf; I have talked too fast, sometimes, but I certainly appreciate, 
on behalf of the Canadian Federation of Agriculture, your kindness in in- 
viting us here, and I hope we have helped a little in leading this committee 
along the road to—as we see it—the light. 


The CHAIRMAN: I think, gentlemen, I can speak for everyone here when 
I say that Dr. Hope’s discussion has been greatly appreciated. It has been 
a revelation to me as a “city slicker” and I am quite sure that it has been 
so to many others here, and I do thank you, Dr. ‘Hope, on behalf of the com- 
mittee for coming here, giving up your time, and being so helpful in our 
deliberations. | 


The WITNESS: Thank you very much. 


The CHAIRMAN: Gentlemen, it is getting close to 1 o’clock. You have 
been given briefs by other organizations which have submitted them—the 
Interprovincial Farm Union Council, the Alberta Sugar Beet Growers, the 


Eastern Irrigation District, and the Lethbridge Central Feeders Association, 


and I suggest that these briefs be attached as appendices to the record of 
this meeting. Is that agreed? Bh is 


Agreed. 
(wee Appendices A’ BY, KC and “D') 


The CHAIRMAN: When you have read them, if there are any further 
questions you wish to ask in connection with them, or in any other connec- 
tion, there will be an opportunity of your doing so. 


Normally we should now go on to hear again from the chairman of the 
Canadian Farm Loan Board—if you want to continue for 10 minutes— 
- Mr. Argue: Let us adjourn. | 

Agreed. 


The CHAIRMAN: Agreed. The committee is adjourned until 11 o’clock 
on Tuesday next, April 17th. 7 
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APPENDIX “A” 
INTERPROVINCIAL FARM UNION COUNCIL 
Submission to the 
BANKING AND ComMERCE COMMITTEE 
of the 
House OF COMMONS 


Ottawa, Canada - - April 10, 1956 


As farm unions affiliated with the Interprovincial Farm Union Council, 
we welcome the opportunity of tabling before this committee on Banking and 


Commerce our views on some of the credit problems of farm people. 


The area of greatest agricultural expansion in Canada since 1901 has been. 
centred in the prairie regions. It is only natural that this should have been so, 
since it was at the turn of the century that a large influx in immigration and 


settlement took place on the newly-opened territories. Expansion was very 


rapid, and this new land opened up a ready market for manufactured goods 
produced by eastern industry. 

The table on the following page illustrates the increase in farm values on 
the prairies from 1901 to 1951, in relation to the national increase during the 


same period. 


-TABLE I 
FARM VALUES—PRAIRIE REGION AND CANADA 
1901 to 1951 
(Millions of Dollars) 


Land and Implements Livestock 
— Total Buildings and Machinery and Poultry 
‘Prairie Region: 
5 ES bn GS ep iat ai ee 231 159 18 54 
DD wale Tigee 0 co 1,789 1,417 110 262 
BS te cat, ee de es 3,256 2,503 343 410 
Ln tat race cle Ws 2,530 1,949 351 224 
EAL ts Se ee 1,946 1 oh 318 251 
ROWSE ts ee akg a oft 4,698 a BAT | 1,147 824 
Canada 
1 W MR oe eas Se 1,787 1,403 109 275 
BA =, la atdin Cs 4,232 3,344 257 631 
yA ho a eee was 6,555 | 5,053 665 836 
rig): Repeated ae 5,248 4,053 651 544 
TOOT GAC IL. Wiekice & 4,241 3,030 596 616 
NY Ia RA i 9,471 5,527 1,933 2,010 


Source: Handbook of Agricultural Statistics—August 1955. 


With the opening of the prairie frontier, the Homestead and Pre-emption 
laws of the day provided ownership of farm lands by the settlers who had 
come to turn the first sod. This initial policy of farm ownership on the prairies 
was in keeping with the pattern set in other provinces, and in 1901, 92 per cent 
of prairie farms were owner-occupied, which compared favourably with the © 
national average of 87 per cent. Prairie expansion coincided with the food 


\ 


© 
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demand created by World War I, and so was accompanied by a great demand 


for credit. Non-governmental institutions proved a ready source, and many 


farmers borrowed heavily at exorbitant interest rates. Certain provincial 
governments set up lending agencies in competition with mortgage companies 
to meet threats of foreclosures. 

However, when the Canadian Farm Loan Board Act was passed in 1929, 
most provinces discontinued their services. Because of the inflexible repay- 
ment policies practiced by mortgage companies, many farmers found it difficult 


to repay loans in the 1930’s when low yields and low prices created an. 


impossible situation. Debt legislation was introduced which prevented whole- 
sale eviction of farmers. Nevertheless, a downward trend in the number of 
owner-occupied farms became evident, and from this shift developed an 
increase in the number of tenant and owner-tenant farms as well as a definite 
increase in the size of farm units. Table II illustrates the decline in owner- 
occupied farms on the prairies from the turn of ‘the: century. to. 1951> on 
comparison with other areas of Canada. 


TABLE II 
OWNER-OCCUPIED FARMS, CANADA AND REGIONS—1901-1951 
Atlantic Central Prairie British 
Year: Canada Region Region © Region Columbia 
(Per cent of total occupied farms) ; 
6 a a aie Ne coe me eine Ge 87 95 84 92 80 
25 EAT ph RS a Ola AMG 89 95 86 90 86 
Diy aha aa SR PCAN, OE RO 86 95 88 78 85 
TORT ientear Coes a ey, beh 80 94 86 69 81 
CASE ra ets AUR RM AR 75 92 85 . 59 80 
VRS NS TOU deere IN AR [oe 92 Dar sts 61 ; 85 


* Including data for Yukon and N.W.T. 


Sources: 1901-41, Census of Canada, 1941, Vol. 8 
1951, Census of Canada, 1951, Vol. 6 


The increase in size of farm units, too, has been more evident in the prairie 
region than in other areas of Canada which were already established agri- 
culturally at the time the prairie region was opened for settlement. Table III 
on the following page illustrates this change. 


TABLE III 
AVERAGE SIZE OF FARM—CANADA AND REGIONS—1901-51 
(Acres) 

Atlantic Central Prairie ‘ British 
Year Canada Region Region Region Columbia 
ELT ES AUR as A as oat Se 124 102 104 279 230 
Nat pies ey) conten 018 NWP ah 160 105 104 289 150 
2 F746 ONS ae Ma RR ll aa 198 104 119 344 130 
D4 Hd SAS aa OR Es OR ae OR 224 112 122 381 136 
TE SRO oak CG a Uae care a 237 116 122 405 158 
AS 13 RR SCIC as DSS Ma Lan 279* 113 12 498 178 


* Including data for Yukon and N.W.T. 


Sources: 1901-1941, Census of Canada, 1941, Vol. 1 
1951, Census of Canada, 1951, Vol. 6 


Although the size of farm units increased most rapidly between 1911 and 
1931, the actual number of farms in the prairies continued to increase during 
the nineteen thirties. Table IV below, illustrates the rise and fall in farm 
population by tenure and areas from 1901 to 1951. . 

} 
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TABLE IV 
‘ FARM HOLDINGS BY TENURE AND AREAS—1901-1951 , 
Item by Province 1901 \ 1911 1921 1931 1941 1951 
Total number of | 
occupied farms 
a TPA AIANS Ve discs ents 32/2525 43,631* do,20a0 54,199 58,024 5 PRS Ta 35 
Dei AS SF ees 13,445* 95,013%'.; 119.4514) 136,472 138; 7138 112,018 
Ber IA Laie, to ocho ta 9,479* 60,559* 82,954* 97,408 99,732 84,315 
Operated by owner 
: Bo Mame ek fs, 28.663 36,385 43,169 37,769 38,293 37,184 
Bee Seo aii iat. ay) 12,924 86,109 91,587 90,250 72,954 61,157 
[60/7 Ls aya eRe 9,076 55,688 65,900 70,751 62,366 52,871 
Operated by tenant 
POC eid Poh ost ics 2 oh 1,614 4,536 6,053 9,857 10,986 9,062 
SASK sales ost Pa A 3,497 12,942 21,044 34,093 16,495 
SEY NTL AN aun cs ees 211 Vee AS 8,072 11,808 17,032 9,735 
Part owner-part tenant 
DO Vian one 1,975 2,710 3,549 6,369 8,367 9,780 
EPO Kea Ne a aN ak 309 5,407 13,841 24,737 31,028 33,760 
PO Al tae a Ur 192 2,550 8,253 14,540 19,761 21,098 
Operated by Manager , 
‘ Rory Wlairo eee ee eis ake bee. 481 204 378 357 
PE OAST CSS eee ae eS seg penal 1,081 441 638 606 
SNE Nit 9S i ban GG aaa Beat oie ne ai 729 309 573 611 


nai For comparison with later censuses, deductions have been made as follows: In 
Manitoba, 243 plots under 1 acre in 1901 and 1,278 in 1911; in Saskatchewan 167 plots 
under 1 acre in 1901 and 317 in 1911, and in Alberta, 7 plots under 1 acre in 1901 - 

— and 500 in 1911. In 1911 and 1921, farms on Indian reserves were not included. 
The 1930’s were years of indebtedness, but improved crops and more 
- favorable prices during the 1940’s aided in liquidating farm indebtedness. Still, 
. in spite of improved production and price factors in later years, the number 
of farm units in nearly all areas of Canada have decreased sharply, particularly 
in the prairie region which accounts for over one half of the total national 

decline between 1941 and 1951. 


TABLE V 
: OCCUPIED FARM DWELLINGS 1941 and 1951 
Atlantic Central Prairie British 
Canada Region Region Region Columbia 
0 LUE AE see a a 703,782 72,756 330,104 275,410 PAG Wy. 
ey oie sine tien, ee eg 629,785 67,155 296,880 236,010 29,740 
—73,997 —5,601 —33,224 —39,400 + 4,228 


It is probably: well to consider some of the causes contributing to the large 

_ decline in farm population during this relatively favourable period. In passing 
through the bitter years of the 1930’s, farming emerged into the 1940’s with 
low capitalization and ill-equipped. The demand for improved mechanization 
could not be met until the end of World War II, when the virtual replacement 
of horsepower by mechanical power took place. These changes created heavy 
capital investment in farm machinery, making it necessary to increase the size 
of operations wherever possible for the sake of efficient and low-cost produc- 
tion. With high and invariable costs, many of the smaller and less efficient 


: 
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farming units were absorbed by other operators. Still, many small units, by 


virtue of above-average yields of farm production in the last 10 years, have 
succeeded in weathering the economic storms to date, although Table VI, which 
follows, illustrates that the need for capitalization on prairie farms is still 
very great. 


TABLE VI a 
SALE OF FARM PRODUCTS BY ECONOMIC CLASSIFICATION—1950 


Alberta Saskatchewan Manitoba 
(Number of Farms) 


PUES OCCUPICO GAKEIS lor was P54 ue Re aaeein ob ANA Aa 84,315 112,018 52,383 

Value of products sold of: 
B20 000 and \Over iis, is ee ee et Zo. 392 240 
RP O00G 510, 909 ce oy curs | aia te Fae ale ts LO 3 549 313 
DES OD Oa Fe OOO: te UN ie cnhunae ME eats 2,828 NN QL BO 1,200 
SE OOD SOO ihe aah heed aca TE 3,400 3,709 2,125 
SIGUE R TIO! sore e ele gnaln ae hee Pee a ene eG 4, 148°" "10,620 5,770 
DO) OUP OOS gr rar salar iy men WE eh mie 13162:* 11,466 S822" 
OZ DUOSGS 740) oc i oe A lee a2) oe Ae 12,841 ~ 20,720 9,042 
SE DOO ea Or a NG ee ee Gen he 2L,177 33,236 12,824 
ZOO SO sek sep es mate Rear pater ee wai eh 12,964 18,772 7,464 
Small Scale Farms—less than $250 ....... 8,141. - 5,976 4,285 
Ware PURO Parnas tei hes oa en ey ies eu 5,118 4,376 5 fee a 


LStitotional Parmesan nie. ain wae 90 146 We 
Source: Census of Canada—1951. 


With a greater proportionate increase in machinery investment to land 
and building investment, the capital requirements of farm people have greatly 
increased. Similarly, a change in the kind and amount of agricultural credit 
has become necessary. : 

To this end, the Farm Improvement Loans Act of 1945 has played a major 
role in providing the necessary credit needs of farm people for machinery 
purchases. The annual report of this act for the year ending December 31, 
1954, indicates that it has provided to farm people loans amount. to 
$513,606,648 since its inception in 1945. Of this amount, 89-8 per cent was 
loaned for the purchase of farm machinery. Seventy-five per cent of the 
amount loaned has been collected and bad debt claims amounting to only 
$149,814 have been paid by the federal government. 

The Canadian Farm Loan Board, on the other hand, has made disburse- 
ments of only $99,755,195 including second mortgage loans, since its inception 
in 1929 to March.31, 1955, in spite of the fact that the terms of reference for 
lending purposes are broadly similar in both acts. : 

In the case of that large group of prairie farmers who presently have an 
income of $2,500 or less, there exists an acute problem with respect to obtaining 
farm credit to rehabilitate or consolidate present farm holdings. In the throes 
of the current cost price squeeze, many farmers in this classification may soon 
find themselves displaced from agriculture unless some more ‘liberal means of 
procuring capital is available to assist in their stabilization. — 


The Saskatchewan Royal Commission on Agriculture and Rural Life noted 


that during the period 1936-51, the number of quarter and two quarter farmers 


in Saskatchewan alone decreased by 28,892 and 11,271 respectively, and during 
this same period, the number of farm families in the province declined by 
nearly 30,000. The numerical increase in size of farms occurred in the four 
quarter and over operators, which indicates that this group were better 
capitalized initially than the small farmer and were thus able to enlarge their 
unit holdings. 
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The problem, therefore, exists, of minimizing the further displacement of 


_ farmers presently occupying one and two quarter section farms by extending 


to them a form of credit that will enable them to increase their farm holdings 


rather than to be absorbed into units which are already of an economic size. 


The magnitude of this problem is illustrated in the case of Saskatchewan, which 


- alone had more than 57,500 farm units in the one and two quarter section classi- 


fication according to the 1951 census. 


A further credit problem also exists in the case of thousands of young farm 
people who have no means of establishing themselves agriculturally due to a 
lack of capital. No federal credit agency is available to extend assistance to 
these young people unless they already have a large portion of the initial 
capital requirements. In cases such as this, the assistance of the Canadian 
Farm Loan Board is not within reach either financially or morally. 


The farm unions are concerned by the fact that 25% of all farm lands in 
Canada are presently owned by individuals or corporations who have assumed 
the role of landlords. Much of this land is farmed by tenant farmers on a 
yearly lease basis. There is little security to farmers in these circumstances— 
or encouragement to personal initiative. The death of a landlord may suddenly 
displace him from his occupation, and the land split by estate proceedings or 
offered for sale. In the case of the latter, lack of capitalization may deny him 
the opportunity of becoming permanently established. 


Because the lending policy of the Canadian Farm Loan Board has been 
overly cautious, it has been unable to assist the three classifications of farm 
people whom we have described. 


One of the considerations of this committee will be to raise the maximum 
of first mortgage loans from $10,000 to $15,000, and eliminate loans under 
second mortgages. Further, the basis for granting loans up to 65% of the 
appraised land value will be considered. We believe the proposed amendments 
simply beg the entire question of farm credit requirements. 

It is not known what effect can be expected by increasing the maximum 
loans, if the inflexibility of Board lending policies continues. We observe that 
loans made by the board to prairie farmers in the year ending March 31, 
1955, averaged only from $3,000 to $3,800—an unrealistic amount in terms of 
present capitalization costs. 


The increase in the appraised value under which ee may be made from 
60% to 65% will do nothing to assist in the rehabilitation and establishment 
of small operating farmers, young farmers, and tenant farmers. Smallness of 
previous loans extended by the board indicates that assistance has been largely 
limited to established farmers who required only marginal means of credit. 


Instances have come to our attention of small operators who desired to 
enlarge their holdings, but because of the lengthy period required in processing 
loans, the opportunity for purchasing land was lost. This further indicates the 
need for greater flexibility in C.F.L.B. lending policies. By the too-cautious 
policies followed by the Board in extending loans, the human value and 
initiative of the applicant himself has little consideration. 

The Veteran’s Land Act Administration, to the contrary, has been less 
formal with its applicants and extended managerial assistance where necessary. 

The matter of interest charges on C.F.L.B. loans, too, should, in our 
Opinion, be reviewed. When only 34% interest is charged for Veteran’s Land 
Act loans, it is difficult to justify a 5% interest rate for those people who are 
ineligible to apply for V.L.A. assistance. 

Credit requirements for the three classes of farm people we have described 
are met in the United States through the Farmers Home Administration Act of 
1946. Under this agency, “credit is provided for specific types of farmers who 


132 STANDING COMMITTEE J 


cannot get the financing they need elsewhere at reasonable rates and terms. 
Credit is supplemented where necessary by assistance to borrowers in planning 
and adopting sound farm practices which will promote success in farming.”’ 


RECOMMENDATIONS 


In conclusion, we place for consideration by this committee in its studies 
of proposed amendments to the Canadian Farm Loan Board ‘Act, the following 
recommendations: ha 

(a) That the terms of reference for this Act be so broadened as to allow 
for its optimum application towards assisting in the establishment and rehabi- 
litation of those classes of farm people who presently are unable to obtain credit 
elsewhere, and so raise their general standards of efficiency and livilihood. 


(6) We recommend that the interest rates on long-term loans be lowered 
to a rate not in excess of 34% as is presently being paid for ‘V.L.A. loans. 

(c) We recommend that the basis for calculating loans be raised from the 
proposed 65% of the appraised value to at least 80% of the actual purchase 
price of lands. : 

(d) We recommend that the maximum loan principal be increased to 
$20,000 and that a sliding scale for repayment be graduated downward from 
40 years to complement the size of the loan and ability for repayment of the 
applicant. , 

(e) It is our suggestion that present amendments to the Canadian Farm 
Loan Board be considered only as a temporary device and that this committee 
recommend to the House consideration to the possibility of forming one credit 


administration out of the numerous agencies presently in operation, so designed 


as to handle efficiently and economically the credit requirements of all farm 


people for the greatest possible benefit of agriculture and our ‘society as a 


whole. . 


APPENDIX “B” 
ALBERTA SUGAR BEET GROWERS 


Lethbridge, Alberta 
APRIL 6, 1956. 


Hon. J. W. G. Hunter, 

Chairman, 

House of Commons Banking Committee, 
Ottawa, Canada. 


Dear Sir: 


The Directors of the Alberta Sugar Beet Growers are especially ‘anxious 
to see the Canadian Farm Loan Act increase its services more in line with 
present requirements as proposed in the amendment to the legislation. 


There is a great industrial expansion and improved employment generally 
across Canada while agriculture is in a seriously depressed condition especially 
in some areas because of lower prices, restricted market and increased costs. 
Under these conditions many young men are leaving the farms and finding 
employment in industry and construction. This condition is serious and it 
seems that Agriculture, the basic industry, is being temporarily abandoned by 
many young men. Late Dominion statistics state that the average age of 
farmers in Canada is 57 years and the present trend indicates that this might 
get worse. 


= 
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On a family size irrigated farm there is little chance for a quick profit 
but there is an assurance of a good living for a family if agriculture bears a 
fair relationship to the general economy of the country. The density of popula- 
tion in an area where sugar beets and other specialized crops are grown make 
for good social environment, where schools, churches and recreational facilities 
are available to all, in towns or small communities within a reasonable distance 
from their homes. 


High cost of land, buildings, machinery, for this type of farming as well 
as costly operating expenses, makes it practically impossible for a young man 
to start farming on a practical basis with an economic unit unless long term 
credit is available. Seldom can the older farmers or fathers of boys who might 
want to farm build up enough cash reserve that they can retire on their savings, 
they must get a substantial amount of money from their capital investment in 
land and machinery. The farm will not properly sustain two families so the 
young men are going to the cities, finding employment and often buying homes 
under N.H.A., and the father is renting the farm or selling to someone who 
can make sufficient down payment. If a similar amount of money that the 
son now gets under N.H.A. could be loaned to him by the Canadian Farm Loan 
Board, the father could receive enough to move to town and rent or buy a 
small place if he wished to leave the farm home to his son and both would be 
taken care of. 

In 1954 Alberta Farmers borrowed $714,000.00 under farm loan act, this 
is equal to sixty $12,000 N.H.A. homes. A recent issue of the Calgary Herald 
stated that home building permits under N.H.A. had been issued recently for 
$3,500,000.00. 

This contrast does not seem too great and we are pleased to see that the 
Government of. Canada is considering a more realistic loan arrangement so 


that Agriculture will be placed more in line with the position it merits in our 
National economy. 


Yours very truly 
Board of Directors, 


Alberta Sugar Beet Growers 
Pere tio IN OLN: 
President. 


APPENDIX “C” 
EASTERN IRRIGATION DISTRICT 


BROOKS, Alberta, 
APRIL 4, 1956. 


Mr. J. W. Hunter, M.P. 
Chairman, 

Banking Committee, 
House of Commons, 
Ottawa, Canada. 


Dear Sir: 


We beg to submit the following statements which we believe to be worthy 
of consideration when revisions of the Farm Loan Act are being discussed. 


Agriculture is a Business, it is also a Way of Life. Contrary to the belief 
held in many parts of the East, the majority of farms in Alberta are family 
farms, owned and operated by the resident farmer and his family. These 
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are the farms that continue to operate, in good times and bad, and lay the a 


foundation for a successful agriculture and worthwhile citizenry. 


Many of our farms have been operated by men who developed them from 


homesteads, and over the years have built and added to their original holdings — 


- in order that theirs would be a well and economically operated unit. Now 
we find thart many of the older families wish to retire and sell their farms to 


their sons. With the high cost of machinery, necessary to operate any farm, in 


most cases the farmer’s son is unable to find sufficient capital wherewith to 
purchase either his father’s place, or any other farm on terms which he can 
meet, by annual payments. 


We definitely need in Western Canada some improved type of long term 
agricultural credit, for the purchase mainly of farmland. The experience gained 
across the line in States like Indiana should not be overlooked. With the 
present industrial boom, too many of our younger men and women are seeking 
employment and homes in the cities, despairing of their opportunities of pro- 
curing farms for themselves. 


Some one in Farm Loan Board circles had at some time in the past pro- 
moted the belief that irrigation farms in Southern Alberta, by being liable for 
annual irrigation rate levy, were too risky an investment for Farm Loan Board 
participation. The experience of the eRe ey of Veterans Affairs has 
shown that belief to be a fallacy. 


In 1935 in the latter part of the depression seven hundred farmers in this 
District entered into a new twelve year contract for. the purchase of their farms. 
Before the contract expired over 90% of the contract holders had met the 
payment in full and were able to take titles. We have opened and developed 
new farm land since then and have now a total of 1,300 farms, of which 80% 
of the operators now have title, demonstrating that these farms, under normal 
crop conditions will produce sufficient to pay for themselves. 


Irrigation farms with their guarantee of water for optimum crop growth 
are an asset to the country, and. when properly operated will show as good 
record of production and payment as any group of farms in any other good 
agricultural area in the Province. However, the average age of our operators is 
climbing. We need to arrange credit so that younger-stronger men can take 
over. Banks cannot finance land purchase over a period of years. Mortgage 
firms have limits under which. they operate. 

A revision of the Farm Loan Board Act, to arrange wider credits under 
reasonable repayment terms, with intelligent supervision, is one of the vital 
needs of Progressive Agriculture today. As conditions have changed for 
production in agriculture let us also endeavor to have assistance available, 
knowing that the producers need longer term credits to carry on their operations. 

Respectfully submitted, 


(sgd.) CARL J. ANDERSON, 
General Manager. 
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APPENDIX “D” 


LETHBRIDGE CENTRAL FEEDERS ASSOCIATION LIMITED | 


LETHBRIDGE, ABERTA, 
APRIL 6, 1956. 
The Banking Committee of 


The House of Commons of Canada, 
Ottawa, Ontario, 


- Canada. 


A BRIEF RESPECTING FARMERS MORTGAGES 


Whereas the House of Commons Banking Committee are considering an 
increase in mortgages to farmers under the Canadian Farm Loan Board, and 
whereas the Lethbridge Central Feeders Association Limited feel they have 
information which would be pertinent to this consideration, we hereby present 
the following brief. 


The Lethbridge Central Feeders Association Limited, hereinafter called 
“The Association”, consists of a co-operative group of approximately one 
hundred and sixty Farmer Livestock Feeders, and represent a good cross section 
of the Irrigated Farmer of Alberta. In the year 1952, before the outbreak of 
the Foot and Mouth Disease, the members.of the association throughout southern 
Alberta, had livestock on feed valued at 2,618,000 dollars. Many of these 
livestock were nearly ready for market as at February 22, 1952. Upon the - 
outbreak of the Foot and Mouth epidemic in southern Saskatchewan, the 
United States border was closed for the export of beef and mutton. The 
B.C. borders were closed shortly afterward, and there was no available market 
between Alberta and the Ontario border which was also closed. 


According to the advice of the Minister, the feeders held their livestock, 
in some cases turning them out, but in the case of highly fed and finished 
cattle lambs, this was impossible and they continued to feed them, selling 
them some five to six months later at prices one third reduced from that at 
which they had been purchased. Many of these members did not realize the 


- original cost of their cattle leaving. alone the cost of feed, labour and other 
_ charges, which amounted in 1952 to at least 100 dollars per bullock. 


Those who held onto their livestock and carried them over another year, 
were even less fortunate. As the price continued to depress, and by the time 
they had given them two years feed, and sold at prices reduced by half, they 
were left owing the association large sums of money. On the 31st of July, 1952, 
the fiscal year end of the association, the members were holding a carry-over 
according to the advice from the Mnister, of cattle and unpaid balances of 
1,043,000 dollars. By July 31, 1953, one year later, this carry-over was 
reduced to 436,800 dollars. One year later, the figures stood at 247,000 dollars. 
July 31st, 1955, it was down to 150,000 dollars. There was approximately 
50,000 dollars of the original 2,618,000 dollars that was lost completely to the 
association. 

The prime conclusion which we wish to draw from these figures, is the 
time it took for these men to recover from the blow which they suffered. 
Our Board of Directors estimate that complete recovery from that disaster 
would take from five to ten years with three or four of our members never 
recovering, as they were put completely out of business. From this, it can be 
seen that our members are not as yet recovered from the disaster. 


The greatest need, shortly after the time of the disaster, was for long term 
financing, but it was found that up until 1954 and 1955, mortgages on 
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irrigated farms were practically impossible to obtain. Since that time, it has 
been observed, that some mortgages have come through as small long term~ 
loans, but they are not sufficient. 


Had there been mortgage money available, these men who were so seriously 
hurt by the Foot and Mouth epidemic, would have been able to place their 
losses on a long term repayment basis and carry on their normal operations, 
instead of operating on a reduced scale for several years, until they could re- 
establish their credit. 


We would make one further observation. The young men in our organi- 
zation are leaving the farms, and leaving their older fathers to carry on the 
farming operations. The reason being, in our estimation, the high cost of 
getting established in a farm of their own and the burden of Income Tax in 
attempting to repay short term loans used for getting established. The alter- 
native to this, would of course, be longer term, low interest mortgages, allowing 
these young men to purchase farms, and pay for them without having to earn 
such income as would place them in a high tax bracket. We respectfully submit 
- this brief. . poy 


Lethbridge Central Feeders Association Limited, 


H. G. HOULTON, President, 
S. W. HATCH, Secretary-Treasurer, 
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An Act to amend the Canadian Farm Loan Act 
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a Mr. George Wyndlow, Director, Vancouver Island Jersey Milk Associa- 
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Board. 
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Chairman: John W. G. Hunter, Esq., 


Argue’ 

Ashbourne 
Benidickson 
Blackmore 

Bryson 

Cameron (Nanaimo) 
Carrick 

Charlton 

Crestohl 

Deslieres 

Enfield 

Eudes 

Fairey 

Fleming 

Follwell 

Fraser (Peterborough) 


Fraser (St. John’s East) 


and Messrs. 


Fulton 

Gour Bitesct 

Hanna 

Henderson 

Hollingworth. 

Huffman 

Johnson (Kinderley) 

Low 

Lusby 

Macdonnell (Green- 
wood) 

MacEachen 

Macnaughton 

Matheson 

Michener 

Mitchell (London) 

Monteith 


Nickle 
Pallett 


. Philpott 


Power (Quebec South) 

Quelch 

Richardson 

Robichaud 

Rouleau 

St. Laurent (Temis- 
couata) 

Thatcher 

Tucker 

Valois 

Viau 

Vincent 

Weaver 

White (Waterloo South) 


Eric H. Jones, 
Clerk of the Committee. 


ORDERS OF REFERENCE 


HOUSE OF COMMONS, 
THURSDAY, April 12, 1956. 


Ordered oma the name of Mr. Deslieres be substituted for that of Mr. 
Cannon on the said Committee. 
’ Fripay, April 13, 1956. 


Ordered,—That the name of Mr. Lusby be substituted for that of Mr. 
Balcom; and 


That the name of Mr. Low be substituted for that of Mr. Johnston (Bow 
River), on the said Committee. 
Monpbay, April 16, 1956. 


Ordered,—That the name of Mr. White (Waterloo South) be substituted 
for that of Mr. Bennett on the said Committee. 


Attest. 


LEON J. RAYMOND, 
Clerk of the House. 
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MINUTES OF PROCEEDINGS 


TUESDAY, April 17, 1956. 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 
a.m. this day. The Chairman, Mr. John W. G. Hunter, presided. 


Members present: Messrs. Argue, Ashbourne, Benidickson, Blackmore, 
Bryson, Cameron (Nanaimo), Carrick, Charlton, Fairey, Fraser (Peterborough), 
Fraser (St. John’s East), Gour (Russell), Huffman, Hunter, Johnson (Kinder- 


sley), Low, Macdonnell (Greenwood), Philpott, Robichaud, Thatcher, Viau and 
Weaver. ‘ | 


a In attendance: Mr. George Wyndlow, Director, Vancouver Island Jersey . 
' ‘Milk Association; and Messrs. F. L. Chester, Commissioner; E. O. Bertrand, 
Member; W. A. Reeve, Secretary; and R. McIntosh, Chief Accountant; all of 
the Canadian Farm Loan Board. 


The Committee continued its consideration of Bill 84, An Act to amend the 
Canadian Farm Loan Act. 


The Chairman read a telgram addressed to Mr. Colin Cameron, M.P., viz., 


NANAIMO, B.C., April 15, 1956. 


The Vancouver Island Jersey Milk Association authorizes their 
delegate director George Wyndlow to present a brief to the Farm Loan 
Board enquiry commission. 


David Fisher, president, and 
Barney Wilson, secretary. — 


The Committee having agreed to hear Mr. Wyndlow, he was called. He read 
a brief purporting to be of the Vancouver Island Jersey Milk Association, 
copies of which were distributed to the Committee. He was questioned thereon 
and was retired. 

Mr. Chester spoke briefly in regard to certain matters referred to in the 
brief. He expressed the opinion that to deal fully with the brief would doubtless 
entail the discussion of confidential information concerning Mr. Wyndlow. 

It was moved by Mr. Charlton, seconded by Mr. Thatcher, 

That the Sub-committee on Agenda and Procedure meet with officials of 
the Canadian Farm Loan Board, with Mr. Wyndlow present, and review the 
case presented by Mr. Wyndlow. 

Following debate. the motion was negatived: Yeas, 10; Nays, 10: the 
Chairman casting the deciding vote. 

_ Mr. Chester was further questioned on the operations of the Canadian 
Farm Loan Board. 
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At 1.00 o’clock p.m., the Committee adjourned to the call of the Chair. 


| Eric H. Jones, 
3 Clerk of the Committee. 
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ApriL 17, 1956. 
11.00 a.m. 


The CHAIRMAN: Order gentlemen, let us begin. Mr. Cameron from 
Nanaimo has advised us that Mr. Wyndlow, who was here earlier and whom 
the steering committee recommended should not be heard in his individual ~ 
capacity, has been authorized by the Vancouver Island Jersey Milk Associa- 
tion, of which he is a director, to present a brief on behalf of the association 
to the Banking and Commerce Committee. Mr. Cameron has further stated 
that Mr. Wyndlow would be available for the meeting of the committee today. 
I see here a telegram addressed to Mr. Cameron, stating: 


The Vancouver Island Jersey Milk Association authorizes their 
delegate director, George Wyndlow to present a brief to the Canadian 
Farm Loan Board Enquiry Commission. 


David Fisher, President and 
Barney Wilson, Secretary. 


I believe Mr. Wyndlow is here, is he not? 

Mr. WyYNDLOW: Yes, sir. 

Mr. CAMERON (Nanaimo): He is here, Mr. Chairman. 

Mr. CHAIRMAN: Mr. Wyndlow has come a long way from the island, 


gentlemen. I understand his presentation will not be a lengthy one, and if it is 


agreeable to you I would ask that all those in favour of hearing him now 
should signify by raising their hands. 

Is there any opinion to the contrary? 

Then Mr. Wyndlow, I wonder if you would come forward. There are 
copies of the brief here, and I will ask that they be distributed. 

Mr. David Kirk, Secretary of the Canadian Federation of Agriculture, 
telephoned to the clerk of the committee and asked me to convey to the 
committee the thanks of that organization for the hearing it gave to Mr. 
Broderick and Dr. Hope last week. Mr. Kirk emphasized that the Federation 
is very interested indeed in bill 84, but none of its officials will be able to 
attend further sittings of the committee on that bill because they are heavily 
engaged in attending other committees and meetings. The Federation wishes 


the committee to know that their non-attendance at future sittings of the 


committee is not due to any lack of interest in the amendments to the Farm 


Loan Act. 

Mr.“ Wyndlow, would you care to commence the reading of your brief? I 
think it will be better to read it because nobody here has yet had an oppor- 
tunity of becoming acquainted with it. 


Mr. George Wyndlow, director, The Vancouver Island Jersey Milk Association, 
called. 


The WITNESS: 


It seems probable that this committe can obtain a clearer picture of the 
impact of the present administration of the Farm Loan Board upon the 
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agricultural and general economy of the country by a consideration of a 
specific example, and as the position of my wife and myself is no doubt 
fairly typical, I make no apologies for introducing our own affairs to the 
attention of your committee. 

My wife and I have been farming for the past 24 years, during which 
time we have endeavoured to raise and educate a family of five children, 
and at the same time develop a farming operation capable of producing a 
reasonable income—all from a start consisting of a $500 equity in a quarter 
section in central Alberta. . 

Possibly the committee will accept the above as explanation for our 
continuing attempts to seek all the financial assistance which has allegedly 
_ become available from time to time through various government schemes 
and regulations set up ostensibly for the express purpose of promoting and 
facilitating agricultural endeavours. 

Details of these attempts and their results are as follows: 


1932. Applied for the $600 advance supposed to be available to 
holders of land from the dominion, provincial and municipal govern- 
ments. Land inspected and approved. After six months delay, applica- 
tion refused. 

Reason—Action would create a precedent. : 


1933. Application to Dominion Agricultural Credit Corporation for 
$250 advance to purchase the foundation stock for our present herd. 
After several months negotiations, application refused. 


Reason—No guarantee that sufficient feed supplies were on hand to 
feed four animals. Pure rot of course, 

Money thereupon obtained in five minutes from the Bank of 
Montreal. Animals purchased for $135. Money repaid in full in nine 
months. Herd, to which no other females have ever been added from 
outside sources, now number 70 head: and $10,000 worth of animals 
have been sold from it—some exported to California ard Tennessee. 

1941. Application to Farm Loan Board for $1,500 mortgage on 
quarter section (Alberta) for the purpose of taking advantage of offer 
by the official administrator, Edmonton, of substantial reduction in 
the amount due on agreement for resale, in return for cash settlement. 

Result—Board: required first mortgage and additionally chattel 
mortgage on all other assets. Total security asked $15,000. Terms refused 
by us on advice of our bank manager who pointed out that no working 
capital could be provided us by the bank if such arrangement were 
entered into. 


Property sold four years later for $6,500, practically all cash. . 

1945-46. Application to Industrial Development Bank for capital to 
extend and equip a rapidly expanding and very profitable cream candy 
business, based upon the production of our jersey herd. 

Result—After several months of negotiation application refused. 

Reason—We were stated to be indulging in speculation in land! 


As we have never bought and sold any land except the Alberta quarter 
section, the sale of which was (to our great regret) forced upon us by 
the action of the Industrial Development Bank, the ludicrousness of 
the bank’s attitude is obvious. This action by the bank virtually closed 
down the candy business as a main line of endeavour, and shut off 
revenue to the Department of Inland Revenue of several hundred dollars 
per year, which would certainly have been greatly increased. This also 
necessitated a complete re-vamping of all our economic plans and 
arrangements and caused us an undoubted inestimable loss. 
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1947. Application to the Farm Loan Board to re-finance mortgage 
of $9,375 which we assumed on our present property in B.C. Applica- 
tion refused. 

Reason—Property stated to be unable to support so much debt. 
Advised that mortgage of $4,000 would be considered by the board. 

1950-51. Renewed application to the board for $4,000 on the strength 
of the above, when mortgage reduced to that figure. 

Result—Refused because of existence of debt for working capital 
to the Bank of Nova Scotia. 

1954. Mortgage of $9,375 (considered by the board to be too much 
for the property) entirely paid off out of earnings. 

1955. Application for a farm improvement loan for approximately 
$1,500 for part payment of essential machinery made through the 
Bank of Nova Scotia. : 


Refused, 


Reason—You tell me. I have never been able to find out. 

This amount was financed through the Canadian Acceptance Corpora- 
tion at a cost of $175 over bank interest charges. Very heavy additional 
expense was incurred in loss of time and costs of emergency negotia- 
tions: Half of this debt has already been paid. 

1955 Application to Farm Loan Board for $12,000 to liquidate all 
outstanding liabilities in order to reduce amortization charges to a figure, 
which will permit my wife and myself to retire, turn the operation over 
to our two sons, and draw a reasonable income from it. 


Result—Application refused. 


Reason—Because the Farm Loan Board. 


(1) are unable to understand a financial statement, 

(2) are certainly not interested in being of any assistance whatsoever, 

(3) place archaic valuations on everything, 

(4) did not conduct proper valuation of assets, 

(5) are so completely hide-bound by regulations that various assets and 
sources of income are treated as being non-existent, 

(6) are not interested in and do not consider earning power, 

(7) place no valuation whatsoever upon ability, integrity and capacity 
—in other words, character—and ignore completely record of 
performance, 

(8) are clearly completely ignorant of the complexities and requirements 
of modern farming. 


In every single instance in which the government agencies referred to 
above have decided against providing the assistance for which application was 
made, they have been proved completely and overwhelmingly wrong by 
subsequent events. This however means nothing whatsoever to them, nor have 
any of these agencies—and particularly the Farm Loan Board—the slightest 
qualms of conscience over the enormous losses which have been caused to my 
family and myself by their flagrant failure. It is no exaggeration to say that 
the lives of my wife and myself have been largely ruined by our inability to 
obtain the assistance which we needed and which we should have been able to 
obtain without difficulty. The chartered banks and the Brackman-Ker Milling 
Company, who are certainly faced with no difficulty in finding safe 5 per cent 
investments for their available assets, have been of very great—in fact invalu- 
able—assistance to us and have in large measure taken over the functions for 
the performance of which the Farm Loan Board was especially created. It has 
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been our great good fortune that these organizations have been actuated by and 
exhibited a sense of public responsibility, which is so obviously lacking in the 
Farm Loan Board. 

Subsequent to the last refusal of $12,000 by the Farm Loan Board, we have 
established with the Imperial Bank a line of credit of $10,000 secured only by 
section 88—Security on our herd of cows (original cost $135), and my life 
insurance policy. At the same time, the Brackman-Ker Milling Company are 
carrying for us an open account of approximately $5,200 against which they 
have never sought any security whatsoever, part of the latter amount covers 
1956 fertilizer requirements. 

It is absolutely essential now that I retire at 62 years of age. I have had, 
thanks to the Farm Loan Board, only one holiday in 24 years, and both my wife 
and I are worn out. Our sons are 25 years old and more than competent to 
operate. They require a proprietary interest in the operation and I doubt if 
I can. hold them without giving such an interest, even if I wanted to, which 
I don’t. 

As a result of our continuing investments in equipment, the gross income 
of our operation has been built up to an amount well in excess of $1,000 per 
month, with a net income showing a continually increasing trend. While the 
ratio of current assets to current liabilities in our financial statement is not and 
never has been much better than one to one, the reasons for the maintenance of 
this condition are obvious to anyone who takes the trouble to analyse our 
affairs closely. It is of .course primarily due to the presence in our current 
liability classification of debts which are exclusively of a capital nature and 
should be on a long term basis. It is this condition which has at all times 
been a source of trouble and expense to us and an economic mill-stone around 
our necks. We are always under the necessity of too rapid repayment of 
liabilities, and this has occasionally involved us in very expensive short term 
financing outside the banks: 

The only alternatives to the maintenance of the strained financial condition 
are long term financing which has been steadfastly and obstinately denied us, 
or stagnation, which in our opinion is tantamount to failure. 

Now we need and must obtain the limited long term help heretofore denied 
us; and we can find no conceivable reason why it should not be forthcoming. 
We do not want to see the lives of our two sons ruined in the way ours have 
been ruined by bureaucratic incompetence and indifference. 

I suggest to this committee that unless much greater elasticity and a vastly 
improved standard of economic and agricultural knowledge is injected into the 
administrative practice of the Farm Loan Board, any other changes in the act 
will prove of fictitious value. 

As it now stands, the board literally constitutes—and I mean this earnestly 
—a menace to the people it is supposed to help. Those, like ourselves, who have 
supposed—as we were meant to suppose—that financial assistance in case of 
emergency or opportunity would be available through the board have found 
themselves subjected to bitter disappointment, frequently severe damage and 
have been the apparent victims of what can only be described and is generally 
thought of as contemptible government hoax. 


Respectfully submitted by 


THE VANCOUVER ISLAND JERSEY MILK ASSOCIATION ~ 


The CHAIRMAN: You have heard the brief. Are there questions which 
members of the committee wish to ask? I would ask you to raise your hands 
so that we might get some order into this. 


Mr. Carrick: I am wondering whether it is the function of this committee 
to go into compaints of this kind. It seems to me that this committee would find 
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it impossible to get the real facts without having someone from the Canadian 
Farm Loan Board to take up each complaint which the witness has made. 


Mr. Gour (Russell): No, I do not think we can take up this complaint. 


Mr. MAcDONNELL (Greenwood): I notice that this brief is submitted from 
the Vancouver Island Jersey Milk Association. Perhaps you would explain 
to us what this association is and say something with regard to its acceptance of 
what you have placed before us. 


The CHAIRMAN: Yes, perhaps Mr. Wyndlow would explain that. 


The WITNESS: The organization is the local association of Vancouver Island, 
small in numbers and confined, of course, to Jersey breeders. I am a member of 
that association, in addition to belonging to a number of other associations such 
as the Coast Vegetable Marketing Board— 


Mr. MACDONNELL (Greenwood): Can we take it that they have seen this 
document and approved it? 


The WITNESS: No, they have not seen it. May I explain that by saying that 
I left without the knowledge that it was necessary to represent an association. 
I understood from a broadcast on the C.B.C. that individual submissions would 
be accepted and I made no attempt to obtain the backing of any organization. I 
could have obtained, I know, the backing of this one and several others if I 
had thought it was necessary. The British Columbia Jersey Breeders Associa- 
tion of which I am a director appointed me to submit the brief on their behalf 
to the royal commission on milk in Vancouver some months ago, and on that 
occasion also they had no knowledge of the brief I was going to submit; none 
of them had ever seen it and they knew nothing about it until it was presented; 
then it was presented with their direct authority, in the same way as the present 
brief. 


Mr. Cameron (Nanaimo): I may say that I had a telegram yesterday morn- 
ing from the president and secretary of this organization asking me if I could 
arrange for Mr. Wyndlow’s appearance before the committee on their behalf. 


Mr. RoOBICHAUD: The brief you have placed before us is a record of your 
personal experience; it does not represent the association. What answer have 
you to that, Mr. Wyndlow? 


~The WITNESS: I would say that I was submitting this brief on behalf of 
all those who are engaged in farming in the lower half of British Columbia. I 
have had a: good deal of contact through the Brackman-Ker Milling Company, 
who are very much involved in this question of credit to milk producers, with 
the experiences of other farmers in the area and they have made it clear to me 
that the policy of the Canadian Farm Loan Board with regard to financing 
people in a position similar to my own was having a harmful effect on farm 
business generally; also, that it was having a similar effect on the affairs of this 
company, because they have reached a stage where they cannot continue to carry 
people in the way they have done in the past. They feel they are carrying 
people who should be carried by the Canadian Farm Loan Board, and it was 
really as a result of my conversation with the credit manager of the milling 
company that I decided to come down here and present this brief. 


By Mr. Cameron (Nanaimo): 


Q@. Can you tell the committee when you received your first intimation 
of the committee hearings on the Canadian Farm Loan Act?—A. I cannot 
give you the exact day, but I think it was about two days before it was 
necessary for me to leave to come down here. I had about 40 hours notice 
before it was necessary to leave. 


Q. The only intimation you had was in a broadcast?—-A. Yes. 
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By Mr. Macdonnell (Greenwood): 


Q. Well, Mr. Chairman, we have heard this statement from a responsible | 


citizen, and it makes a good many criticisms of the Canadian Farm Loan 
Board. I would hope, myself, that the officials of the board will wish to deal 
with them, and I would hope we might have their answer, because. on the 
face of it this is a disappointing document. May I make this as a request; that 
we ask the officials of the board to look at this case and let us know their com- 
ments on it, because here is a prima facie criticism which certainly does go 
to the root of the matter; it is the kind of situation which is in all our minds 
when we are considering whether this organization has been run too much 
as a cautions money-making concern or whether it has been run as an organiza- 
tion intended primarily to help the farming industry? 


The CHAIRMAN: Mr. Chester will be a witness here and I am quite sure 
he will be prepared to answer any questions and give the committee any 
information he can obtain, provided it is relevant and provided he can disclose 
it. Mr. Chester will be the next witness, but I thought that if there were 
any questions to be asked of Mr. Wyndlow we could dispose of them now, 


By Mr. Thatcher: 


Q. There are three or four questions which I would like to ask, Mr. Chair- 
man. The first is this: do I take it from this brief that the witness feels 
the credit facilities which are available from the Canadian Farm Loan Board 
today are inadequate?—-A. If the act was administered in an elastic manner 
I think the facilities of the act would be sufficient for a considerable propor- 
tion of the requirements, although we all know that the value of money is 
continually decreasing and that the requirements of capital for farr ing purposes 
are continually becoming larger. So that some expansion of the operations 
of the board would be necessary anyway. But as matters stand I do not 
think it makes any difference whether the board is authorized to advance 
00 or 80 per cent of the appraised value-of a farm. because the appraisals are, 
as I understand it, made on such a low basis that they are completely in- 
adequate. As an example of that, may I tell the committee my understanding 
is that land in the Chilliwack area of the Fraser Valley, which has been 
selling for many years at well over $1,000 an acre, is*being valued for loan 
purposes at $75 an acre. 

@. Would you tell the committee what the specific changes are which 
you consider should be introduced to make the act effective?—A. In the first 
place, appraisals should be much more generous. than they are at present. 
I think that they could reasonably be based on the assessed value of the land 
for tax purposes. I think the board should not be required to dperate on 
a basis of very closely restricting regulations. I think it is ridiculous to set 
up a series of regulations made at the centre which are supposed to cover 
all farming conditions across Canada, because farming conditions differ so 
radically in different areas of the country that any set of regulations could 
not possibly be applicable everywhere. 

As a specific case in support of this contention, I would point out that 
‘ we have a considerable acreage of quite valuable forest land which is an 
integral part of our operation and which produces an income every year. 
I mentioned that specifically to the appraiser, and to the manager of the 
Canadian Farm Loan Board in New Westminster, and he informed me 
categorically that he was not allowed to consider this forest acreage, and 
that as far as the Canadian Farm Loan Board was concerned that source 
of income did not exist. 
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By Mr. Benidickson: 


@. Before we go any further with this matter it seems to me that if we 
pursue this matter further the committee should know whether or not we are 
going to be able to get the other side of the picture. Will Mr. Wyndlow give 
the board authority to produce to this committee any documents related to 


_ these former applications to the board which, of course, would usually be 


regarded as confidential and which would involve, I would think, a statement 
as to his assets and liabilities and with regard to other matters which would 
normally not be revealed?—-A. Certainly, Mr. Chairman. 


By Mr. Thatcher: 


@. Can we assume from this brief, Mr. Wyndlow, that when you went 
to the banks to obtain money you found it easier to obtain money from them 
than from the Canadian Farm Loan Board?—A. Very definitely. By and large, 
I had to obtain the money I required from the banks. I have financed my 
operations continuously through the banks. But that involves rapid repayment, 
of course, and I have, I suppose, $10,000 worth of liabilities now which should 
be on a long term basis. Instead, they must be repaid on a monthly basis. 
I am having to repay about $350 a month right now. 

Q. Would you think, then, that the answer to the long-term farm credit 
problem might not lie in extending this particular act but, rather, might be for 
the federal government to guarantee the banks in some way with respect to 
loans they make to farmers on long-term credit? In other words, do you think 
we might be wise to pass an act somewhat similar to the legislation which 
concerns the building of houses for urban residents?—A. I presume you mean 
something after the style of the Farm Improvement Loans? 

@. Well, we loaned money to urban residents to build homes over a 30 year 
period, or, rather, the banks do. If we could make some provision for loans 
to farmers over a 30 year period it would not cost the taxpayers any money, 
and it would insure that the farmer could get long-term credit from the 
banks without a government agency having to be brought into it.—A. I spent 
a good many years in the service of a bank before I became a farmer, so I 
realize that the banks do not like to tie up their money for 30 years, whether 
the loans were guaranteed by the government or not. 

Q. But they do it in the case of homes?—-A. Somewhat reluctantly, I think. 
In principle, I would say very definitely the answer would be “yes” because 
we have seen from the action of the farm improvement loans—although I had 
an application for one turned down—that they are of value and I still think 
that the system works very well; a great deal of money is advanced without 
very much “red tape” being attached to it and I think it has all, practically, 
been repaid. The bulk is “right on the job” and conversant with local con- 
ditions in a particular area with the result that it is much better qualified to 
deal with a borrower than the representative of the Canadian Farm Loan 
Board, as the board is set up at present. I say that because we have to go 
to New Westminster for any contact with the board. Farm conditions and 
market conditions are completely different on Vancouver Island from those 
prevailing on the mainland, and it is difficult, probably, for the board to adjust 
itself to these things. Basically, I think, your suggestion is very good if the 
long-term element and the difficulty it produces could be overcome. 


By Mr. Macdonnell (Greenwood): 


Q. At the top of page 2 of your brief there is a figure which puzzles me. 
It speaks of an application to the Canadian Farm Loan Board for a $1,500 
mortgage on a quarter section in Alberta. Then you state that the board 
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required first mortgage and, additionally, chattel mortgage on all other assets, 
and that the total security asked was $15,000.—A. The farm was worth $6,500 
and was subsequently sold for that amount. We also had between 50 and 60 
head of cattle in addition to machinery. The board required mortgage security 
on the whole lot—everything we possessed—and there would have been nothing 
left to be used as security for borrowing money for seasonal se bean baae ats 
or working capital. 


By Mr. Cameron (Nanaimo): 


Q. This was required in order to take advantage of the opportunity to 
buy an additional parcel of land?—-A. No, it was to enable us to make a cash 
settlement on buildings that were not on our agreement for sale, and we were 
offered, I think it was, $400 reduction in the principal amount if we could 
make this cash settlement. So we lost that $400 reduction completely. 


By Mr. Viau: 


Q. What amount of land did this quarter section constitute?—A. One 
hundred and twenty acres of cleared land—the usual type of soil in centre 
Alberta—deep black loam, very productive, and the balance—40 acres— 
in bush. 


By Mr. Low: 


Q. Where, in British Columbia, does one have to make an application to 
the board?—-A. New Westminster. 

Q. Is that the only Canadian Farm Loan Board office in the area?— 
A. I believe so, yes. I believe it is the only office for the whole of British 
Columbia. 

Q. Is there any attempt being made in your province by the board to 
have regional advisory committees?—-A. No, not as far as I know. 

Q@. Did you find very much delay in getting a decision from the board 
after you had made application?—A. No, no delay at all. I got an immediate 
refusal in each case. I got the impression that the board simply did not 
bother to consider the application at all. 

Q@. But they sent an appraiser up to the farm?—-A. Yes. They sent an 
appraiser immediately, but I do not consider that he made a proper appraisal 
at all. He spent more time measuring the size of the buildings than doing 
anything else. He seemed very little interested in the land and he certainly 
did not see 25 per cent of our equipment even though the type’ of farming 
in which we are engaged would be impossible without expensive equipment. 

Q. Do you think that the man who came to your place was trained for 
his job?—-A. We asked quite a number of leading questions and I gathered 
he had been at it for a great many years. We also gathered that he was 
longing for a moment when he could retire, because he was bored to death 
with the whole thing. 


By Mr. Viau: 


Q. You stated you met with an immediate refusual. Was that after the 
interview in the office, or after the appraisal was made?—-A. The appraisal 
was made and the forms sent in. I think that within 48 hours I had the — 
refusal by mail. ; 


By Mr. Argue: 


Q. You confine most of your evidence to your personal experience with 
the Canadian Farm Loan Board Officials. From your own knowledge, do you 
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_ .to your own—is your case typical, or is it an isolated case?—-A. I have tried 
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know of other people in British Columbia who have had experiences similar 


to judge that matter from my conversations with the Brackman-Ker Milling 
Company. I have had long consultations with them, and they have given 
me a great deal of information drawn from their experience of the board, 
and they have stated to me very definitely that my experience is absolutely 
typical of what is going on all over the Fraser valley. They have, themselves, 
tried to assist various farmers to obtain loans which they considered were 
absolutely justified; they have helped them to make their statements, and so 
on, but have never been able to get anywhere. That is the story they told 
me, and that is the main reason I came here to Ottawa. 


By Mr. Macdonnell (Greenwood): 


Q. Is it fair to infer that they have treated a number of people as 
they have treated you, or is yours an exceptional case?—A. The credit 
manager and the company’s comptroller from Toronto, the main office, was 
out in British Columbia about a month ago, and they informed me then 
that their loans were becoming so vast that they would shortly be faced with 
the problem of revising their whole program of carrying the operators. They 
were very much concerned with the situation. I understand their receivable 
accounts amount to millions of dollars. 

Q. And their business has to do entirely with milling?—-A. They provide 


-seed and feed and fertilizer—all the requirements, practically, of a farm. 


Q. As they are not a charitable institution I take it they are doing this in 
order to get raw material for their operations?—-A. They are carrying farmers 
because, in many cases, the farmers have been dealing with them for years and 
years, and naturally they want to keep them in business. 


By Mr. Low: 


Q. This is just another example, I take it Mr. Chairman, of a condition we 
find more or less throughout all the farming areas of Canada—the merchants 
and the businessmen are the bankers for the farmers and they are the only 
unsecured creditors. ; 


The CHAIRMAN: Is that a statement or a question Mr. Low? 
Mr. Low: It is just an observation. 


The WitnEss: As far as I am concerned they are totally unsecured. They 
have never asked me for any security at all. 


By Mr. Fraser (Peterborough): 


Q. On page 3 of the brief you say you made application for $12,000 to 
liquidate outstanding liabilities and that you wanted to turn the operation over 
to your two sons. I want to ask you this question: have your two sons been 
brought up in the dairy business and in the business of breeding cattle?—A. Yes, 
we have been in this business for 24 years and they are 25 years old. They have 
worked continuously with me all that time. 

Q. I take it they are good men?—-A. I think they are absolutely first class. 
They are regarded as being good men. 

Q. That is all I wanted to know.—A. If I may add this, I would like to 
subscribe to the statement made by Dr. Hope in regard to this question of hand- 
ing the operation over to the sons. There seems to be no alternative way of 
transferring the operation except by means of the ability to obtain long-term 
financing. It is a very difficult thing in any event to set up a satisfactory profit- 
sharing arrangement between two or three different parties, even though they 
are father and sons. The easiest way would be to set up a limited liability 
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company, but unfortunately if you set yourselves up on that basis the Canadian 

Farm Loan Board would refuse to have anything to do with you at all, and. 

there is simply no alternative source of long-term money available. Dr. Hope 

made that quite clear, I think. y 
The CHAIRMAN: Are there any further questions, gentlemen? 


Mr. MACDONNELL (Greenwood): Without assuming that the’ board has no 
answer to this statement, I would like to say I feel grateful to Mr. Wyndlow 
for the trouble he has taken in coming here and putting his statement before us. 

The WITNESS: Thank you. 

The CHAIRMAN: Thank you Mr. Wyndlow. Are you going to remain here? 
I ask that because I presume this material will, probably, be answered by the 
board. Possibly we might get to the bottom of it, between the board and 
yourself. 

The‘ WITNESS: I cannot of course expect the board to reply without first 
giving some consideration to the matter, so I feel I should be unfair to the 
- board if I did not remain until they have had an opportunity of answering.’ 

Mr. BuackmorE: Mr. Chairman, I would like to commend Mr. Wyndlow 
highly on his presentation and on his courage in coming here in order to give 
us the facts just as he saw them. 

Some Hon. MEMBERS: Hear hear. 

The Witness: I appreciate very much the Opportunity of coming here 

today. 
The CHAIRMAN: Thank you Mr. Wyndlow. 

The next witness is the chairman of the Canadian Farm Loan Board, 
Mr. Chester. On his last appearance before the committee he really did not 
complete his case, but in view of the statements made by Mr. Brodrick, Dr. Hope 
and Mr. Wyndlow, and in the briefs which are on the record I thought Mr. — 
Chester should be available here for questioning, if it is so desired. And 
possibly to make any statement he wishes in answer to the statements made 
-by the other witnesses. .Mr. Chester, do you wish to start off by making any 
preliminary statement or would you rather fit it into the form of question 
and answer? 


Mr. F. L. Chester, Commissioner, Canadian Farm Loan Board, called. 


The WITNESS: Mr. Chairman, I have no prepared statement to make but 
I think, perhaps, that Mr. Wyndlow’s case might be disposed of and we could 
then deal with the case made by the Federation of Agriculture, which is 
probably the one in which you are most interested. 

Our business is a confidential business and I think it would ke a mistake 
if we ever divulged information that is given to us confidentially. I understand 
that Mr. Wyndlow says he is willing to have such information divulged. In 
that case then I would suggest that the best procedure would be along lines 
I am going to suggest. I'am willing to discuss the matter with anybody, but 
I still think it should be dealt with in private if possible. I suggest that possibly 
a subcommittee of this committee could discuss the case privately then, after 
they have all the facts—and they are certainly not given here in the statement 
we have heard—if they wish to publicize Mr. Wyndlow’s private affairs I would 
say the responsibility for that lies on the subcommittee and on the committee. 
Would that not be the best way in which to handle the matter? 

I might, incidentally, point out now that we-are not the only people who 
have refused Mr. Wyndlow loans. He has had eight. refusals according to his 
brief, of which only three were from us. There must be a reason. We think 
we were justified in declining these loan applications. He suggests his sons 
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“are ready to take over; we are waiting from him a reply on that point. He 
made that statement to us and we asked him for information, but he has not 


answered our letter as yet. We are interested in establishing his sons if it is 
possible for us to do so. | | | 

I think, so far as the Brackman-Ker Milling Company is concerned, that 
this firm is a producing outfit—a marketing company selling feed, fertilizer 
and other things to farmers on credit and if their account becomes delinquent 
they were delighted to turn it over to somebody else. It is a business proposition _ 
with the Brackman-Ker Milling Company, the same as it is at Ogilvies or any 
other feed company and, incidentally, I think they are owned by one of the 
larger milling companies. _I do not think ‘that is the only consideration; if 
they want us to make a loan to get their debt retired I do not think we should 
overemphasize the importance of that in granting a loan. That is all I have 
to say, Mr. Chairman and members of the committee; but I strongly suggest 
that this should be dealt with not publicly but privately. I think you would 
get along further if you appointed a subcommittee but, of course, I am in the 
hands of the committee and I will go along whichever way you direct. 

Mr. WynpLow: It was stated, Mr. Chairman, that I did not reply to a 
letter written to me regarding the establishment of my sons. May I say that 
I have not received any letter that has not been replied to. I do not know of 
the existence of any such letter. 

The WITNEss: That may be a matter for the committee to enquire into. 

The CHAIRMAN: I will suggest, because it is not the practice of the com- 
mittee to disclose private information even though in this case the party 
concerned has agreed that it may be done, it might be possible for the steering 
committee to go into this case. It is possible that the board knows something 
which, let us say, even Mr. Wyndlow does not know, that he might not want 
to be made public. That, as I say, is possible. 

Mr. ARGUE: Ts it your suggestion that Mr. Wyndlow should attend that 
meeting? : 

The CHAIRMAN: That was not my suggestion, no— 

Mr. Benipickson: I take it the steering committee would review what is 
on the files with regard to Mr. Wyndlow and then recommend to the full 
committee on what it feels should be done with regard to hearing further 


_ evidence from the board? 


Mr. ARGUE: It seems to me that we should have the evidence of both parties 
available to this committee, and not only the evidence of one side, on the 
understanding that the evidence would be confidential at that point. 

An Hon. Memper: Where are the records and when would they be 
available? : ‘ 

The WITNESS: This afternoon—tomorrow morning—any time which is 
satisfactory to the committee. 

Mr. WyNnbDLow: If any so-called private records are to be dealt with, I 
would like to be present when they are produced. | 

Mr. FRASER (Peterborough): That seems fair enough. 

The CHAIRMAN: I am not sure this is a trial. Mr. Wyndlow has made 
certain statements in his brief. I think the steering committee should hear the 
board officials now, but I think these things should be held in private, because 
there may be matters referred to there which the steering committee may 
wish to recommend be kept confidential. 

Mr. WyYNnpDLow: I fail to see that any damage could be done to anyone 
except myself and my family by anything that might be revealed, and 


certainly I still feel I should be present when any private material is brought up. 
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The WITNESS: I thought you were perfectly: eras to make this informa- 


tion public. 

Mr. WynpLow: As long as I am present. ! ) 

Mr. BENIDICKSON: The steering committee would meet as vopresenietive of 
all parties, so they would be in a position to recommend to this committee what 
should be done in order that this committee should not set a precedent which 
we might regret, namely putting private matters on public record without 
looking at the circumstances carefully. 

Mr. BuAckmorE: How could the committee, with any degree of accuracy, 
appraise the information given by the board unless Mr. Wyndlow were present 
to offer any clarification that might be needed, as he has indicated he would do? 

Mr. Gour (Russell): All they have to do is to reach that conclusion. It 
is an agenda committee. 

Mr. MACDONNELL (Greenwood): Could we have the board officials appear 
before the steering committee and, separately, Mr. Wyndlow? Would that 
not meet the situation from his point of view? 

Mr. WynpLtow: No, Mr.- Chairman, I would want to be present when 
material affecting myself is produced and discussed. I have made a public 
presentation. The board have not been prevented by me from doing so. I am 
not suggesting that’ the board should not make a presentation. All I want is 
the opportunity to be present when this is discussed, so that if any points arise 
which require clarification I can speak on them; and I believe that is only fair. 


Mr. MAcDONNELL (Greenwood): I made my suggestion because I thought 


it might be agreeable to both parties, but if Mr. Wyndlow feeis he should be 


present, then I must agree that I feel it is only fair. 
Mr. BLAacKmoreE: I think it is only fair too. 


Mr. CHARLTON: Then I move that the steering committee meet, with Mr. 
Wyndlow present, at the convenience of the parties concerned and of the com- 
ree as early as possible, so that Mr. Wyndlow need not remain in Ottawa too 
ong 

Mr. V1au: I would like to express my-personal view on this matter. I 
think this committee has established a very. bad precedent, inasmuch as this 
is a personal case and in no sense a brief from an interested organization con- 
taining suggestions for bringing about improvement to ae Canadian Farm Loan 
Act. | 

The CHAIRMAN: My own view is that we are here to consider amendments 
to the Canadian Farm Loan Act. Mr. Wyndlow, almost under false pretenses in 
my opinion, has produced a personal brief which has been of no assistance 
in so far as the amendments are concerned. . 

Some Hon. MEMBER: No, No. 

The CHAIRMAN: I am entitled to my opinion. You have expressed your 
views and I have listened patiently. I am pointing out that this brief is entirely 
a personal brief and there is nothing in it which would substantiate the asser- 
tions made in ‘it except the evidence of the witness himself that it represents 
a general condition in the industry. 


Mr. BLACKMORE: Did not Mr. Cameron (Nanaimo) go a long way toward 


establishing Mr. Wyndlow’s acceptability to the organization out in British | 


Columbia? 


The CHAIRMAN: I think this ee ils has gone a long way in ever hearing 
such a brief. I think it is going a much longer way in authorizing the steering 
committee to hear the other side of the brief. This is something that I think 
is not relevant to the general legislation; it is an individual case, and it has 
now come down to being, almost, the trial of an individual. I think this is a 
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very unwise procedure and I think it is very unwise to get both sides present 
_ arguing back and forth. I do not think that is our function. 


Mr. JoHNSON (Kindersley): This committee has paved the way for exactly _ 
this situation to happen by its action at our opening session. There was re- 


_ luctance on the part of some members to hear briefs from any organizations 


and officials but at the insistence of certain members it was agreed that we 
_ should hear representations from various organizations. Rather than follow 
the advice of some members of this committee that we should send out invita- 
tions to bona fide farm organizations we committed ourselves to the policy of 
putting an announcement in the papers informing all and sundry that this 
_ committee would share representations from farm organizations. Mr. Gardiner 
_ has had something to say about the reliability of press and radio reports in the 
past. Mr. Wyndlow heard, over the radio, reports that this question was under 
‘examination and that witnesses would be heard; he took that at its face value 
and since he had a personal case which he thought would be of interest to 
the committee—and a case which has been described as being of interest 
by members of the committee—he decided to bring it to our attention. He later 
discovered, however, that the radio report was incorrect and in order not to 
waste his long journey he applied for and received the authorization of the 
Jersey Milk Association to present this brief. 

I think we have set the path we must follow by our action in making 
that press release relate to all and sundry with regard to representations before 
this committee and I think we must be responsible, now, for following that 
through to its logical conclusion. 


Mr. CAMERON (Nanaimo): Mr. Chairman, I would point out that it was 
not Mr. Wyndlow’s suggestion that there should be a hearing before this 
committee; it was Mr. Chester’s. It was Mr. Chester who made the suggestion 
that this matter should be gone into either by the committee itself or by a sub- 


_ committee and, of course, he pointed out that that would depend on the 


willingness of the other party to agree. But I want to point out that it was 


not Mr. Wyndlow who made the suggestion. It “was the board’s officials 
g who made the suggestion. Apparently they considered it would be necessary 


to have the matter investigated by either this committee or by the sub- 
committee. And I suggest that if that is the procedure which is going to be 
followed, then it is only fair that we should have present at that time Mr. 
Wyndlow himself, if you intend really to get to the bottom of the practices 


_ of ‘which this brief sets forth a specific example. You will have to have 


Mr. Wyndlow there. 
The importance of this brief as presented today has nothing whatever 


_ to do with Mr. Wyndlow’s personal fortunes at all. It is a recital of procedures 


which have been followed in certain instances by the board, and I think it is in 


_ the public interest that we should find out whether that recital can be 


corroborated, and whether some amendment would be in order to alter the 
board’s powers, and in order to obviate the repetition of this case. Unless we 


can do that, we are in no position to estimate whether the amendment presented 


_to this committee is a worth while amendment or not. | 


Mr. Viau: This brief does not deal only with the obligations of the 
Canadian Farm Loan Board. It deals with the obligations of the banks and 
others. 


Mr. CAMERON (Nanaimo): It deals with Mr. Wyndlow’s negotiations with 


_the banks which, according to his statement here, were forced upon him by 


the Farm Loan Board. 


Mr. ViAu: Not at all! 
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Mr. CHARLTON: Let me urge that the committee, having made the ) 
decision to hear this brief—I presume there was a decision of the steering . 
committee? 


The CHAIRMAN: No. It was referred to the committee when we first 
opened this morning. It was referred to the full committee. The matter was 
originally referred to the steering committee on the grounds that it was a 
representation of an indiviual person—an individual case—and it was turned 
down because it is not the usual procedure for government committees to 
hear individual cases. But a representation was made that the brief was 
from the Vancouver Island Jersey Milk Association, and on that basis the 
main committee—this matter not having come before the steering committee— - 
decided to hear it, and we have heard it. You may have your opinion and I 
have mine. I think this is an individual case and I do not think it has been 
proven that it is representative. : 


Mr. Low: May I suggest that the question on the motion be put? 


Mr. CHARLTON: Just before putting the question I suggest that the com- 
mittee, having heard Mr. Wyndlow, must proceed to clear up the difficulties | 
which he brought to this committee because it cannot be left where it is now. 
I sincerely suggest that the steering committee meet and that Mr. Wyndlow 
be present? Is there a seconder? a 


Mr. THATCHER: I will second the motion. 
The CHAIRMAN: You have heard the motion. 


Mr. ARGUE: I am going to support the motion. I think that if the members 
of this committee felt that Mr. Wyndlow’s case was in fact an individual case, 
and if there were not many other cases like it, they would probably be willing 
to let the matter drop at this point. But if I understand what the members 
have said, many members have said correctly—and the information that has 
been brought to me is that this is not an isolated case. There are many 
similar cases, far too many cases. Mr. Charlton says there are hundreds of 
them which are very similar to this case. I have a file here, quite a com- 
prehensive file, of a case which is not too dissimilar, and I happen to know 
the man involved. This man has given me full authority to disclose the — 
correspondance. I was a bit reluctant to do it, and I am still reluctant to 
do it, but this person is known to me as a,man of very great integrity. and 
an excellent farmer, and his exact case is not too much different from that 
presented by Mr. Wyndlow, and:I think that his indictment is on a par with 
those the committee has heard in recent days, and that it should be dealt 
with and cleared up. And I for one think that Mr. Wyndlow’s request that 
he be given the privilege of attending any meeting where his personal affairs 
are discussed is a very fair request. What is going to happen on that com- 
mittee? We all know what is going to happen. The board will make its 
case out against Mr. Wyndlow and it will make its case just as strongly as it 
can, because it will bring forward everything it can to damage the evidence © 
put before this committee by Mr. Wyndlow. I think it is only fair that the 
steering committee should hear both parties. 


The CHAIRMAN: I presume that they will endeavour to make their case. — 
On page 3 of his brief, Mr. Wyndlow says: “Because the Farm Loan Board 
are unable to understand a financial statement; are certainly not interested in — 
being of any assistance whatsoever; place archaic valuations on everything; | 
did not conduct proper valuation of assets; are so completely hide-bound by — 
regulations that various assets and sources of income are treated as being © 
non-existent; are not interested in and do not consider earning power; place — 
no valuation whatsoever upon ability, integrity and capacity—in other words, — 
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r -character—and ignore completely record of performance; and are clearly 
completely ignorant of the complexities and requirements of modern farming.” 


Those are very strong statements and I think he produces no evidence 
to back them up. 


Mr. FRASER (Peterborough): On account of what you said a few minutes 
ago, Mr. Wyndlow came here under false pretenses. 
The CHAIRMAN: I said almost under false pretenses in my opinion. 


Mr. FRASER (Peterborough): Which insinuated the same thing. 
Mr. CAMERON (Nanaimo):,I did not hear the statement. 
Mr. FRASER (Peterborough): On account of what you said, I feel it is only 


_the duty of this committee to Mr. Wyndlow to have him present when they 


meet the board. I back up this motion that Mr. Wyndlow should be present. 
Mr. MACDONNELL (Greenwood): I think there is one point: I think it is. 

rather unfortunate that this brief was’read before this committee this morning. 
The CHAIRMAN: So do I! 


Mr. MACDONNELL (Greenwood): But I think that Mr. Johnson has put his 
finger right on the point. I hope I am speaking in the general desire for the 
welfare of this committee and not as a party member. But it seems to me 
that the committee has got into a rather false position because of what was 


_ done on the first day, and because of the notice which unfortunately went out 


over the air and which misled Mr. Wyndlow. I make this argument purely 


_ from the point of view of the committee. It seems to me that if we had him 


_ up here before the steering committee this could likely be worked out without 


too much disagreement, and that the steering committee might be able to 
come back with a satisfactory report. If we do not have Mr. Wyndlow, it 
seems to me that we are undoubtedly going to have a hang-over and a disputa- 
tion. Therefore, because of what Mr. Johnson said, and because of the position 


_ ‘we:seem to have got into, a rather false position, I suggest that the prudent 


course now from the point of view of the welfare of this committee is not to 
get into an unnecessary wrangle, but that we should have both sides. 


Mr. FRASER (St. John’s East): How are you going to release Mr. Chester 
from revealing confidential material? 

The CHAIRMAN: I do not know. You see it is all very well for Mr. Wyndlow 
to say that he has no objection to having anything released. But much of the 
information they may have may be in the form of confidential reports which 
do not come from Mr. Wyndlow but from other people. I see no reason why 


- they should’ release those whatsoever. 


Mr. CHARLTON: Obviously he cannot implicate anybody else but Mr. 
Wyndlow himself. 

The CHAIRMAN: People who get credit reports do not necessarily indicate 
from whom they receive them. 

Mr. MACDONNELL (Greenwood): May I ask for a ruling? Is there any 
obligation on the board when they go before the steering committee to disclose 
confidential information? I would not think so. 

The CHAIRMAN: I do not think there is. They would unquestionably have 
confidential reports from individuals. If they started to tell from whom they 
got those reports, they would never get any more confidential information. 


_ That is obvious. That is the same thing we all run into, and I think it is 


very unwise to get into it. I would be strongly opposed to the motion. 


_ However, the motion is: 


That the sub-committee on agenda and procedure meet with officials 
- of the Canadian Farm Loan Board, with Mr. Wyndlow present, and 
review the case presented by Mr. Wyndlow. 
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All those in favour? 


Mr. Carrick: J think that the steering committee made a mistake in 


permitting this witness to give evidence. 


The CHAIRMAN: The steering. committee never peenned him to give 
evidence. It was the whole committee here. 


Mr. Carrick: I think the committee made a mistake in permitting this 
witness to give evidence today because it is not the function of this committee 
to go into individual complaints. This committee meeting is for the purposé 
of considering a bill to amend the Canadian Farm Loan Act and there has 
not been a word said by this witness in my opinion which is relative to the 
bill before us, in relation to the Canadian Farm Loan Act, except the answers 
in reply to questions which Mr. Thatcher asked. That was relevant. He asked 
what suggestion he would make. The real complaint is that this act has not 
been administered in the proper way. I do not think it is the function of 
this committee to go into the administration of this act, on a bill of this kind. 
The only way you could make his evidence relevant to administration would 
be if the evidence of a complaint he gives is debatable. But how can you 
prove that the evidence is debatable without following a host of other individual 
cases to see whether there are many or few? | That would be an impossible 
position for us ‘to get into. So I submit that this matter should stop right now, 
and that we re-trace our steps and deal with the matter as we should have 
done in the first instance. Mr. Wyndlow has been given a chance to make 
his representations, and I do not think we should do anything further about it. 


The CHarRMAN: It is quite obvious that this is not a brief from an associa- 
tion. If it were so, you would have the .facts and figures, but this is not an 
association brief. It is an individual brief and we should never have got into it. 
Their telegram read: 


The Vancouver Island Jersey Milk Association authorizes their 
delegate director George Wanedlow to present a brief to the Farm Loan 
Board enquiry commission. | 


It is obvious that ey did not even aon what is going on. They confused 
us with an enquiry commission. 


The CHAIRMAN: On the representations made it was a brief from an associa- 
tion; but it was not and it is not! 


Mr. CamMERON (Nanaimo): My representation was that Mr. Wyndlow was 
authorized by a telegram which I showed you and which you read at that time. 
I think that this business of trying to backtrack when the position becomes 
uncomfortable is not good enough. 


The CHAIRMAN: The question is whether this should be referred to the 
steering committee who then will hear representations. 

Mr. ARGUE: Read the motion please. 

The CHAIRMAN: It is moved by Mr. Charlton and seconded by Mr. Thatcher 
that the sub-committee on agenda and procedure meet with officials of the 
Canadian Farm Loan Board, with Mr. Wyndlow present, and review the case 
presented by Mr. Wyndlow. That is the motion. All those in favour of the 
motion? Ten. Contrary minded if any? Eleven. I declare the motion lost! 


Mr. ARGUE: Will you take the vote again, please. 


Mr. JOHNSON (Kindersley): You cast the deciding ed did you not, Mr. 
Chairman? 


The CHarrMaN: Yes! Now, Mr. Chester is available for further questioning. 
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By Mr. Johnson (Kindersley): 


Q. At the conclusion of Mr. Chester’s evidence on the last day he was 


4 here I asked him to provide the committee with a list of the appraisers from 


the western provinces, the areas they covered and their qualifications. Is that 


4 _ information available now?—A. I think, Mr. Johnson, your question wanted us 


to give the qualifications and the names and addresses of our appraisers in the 
prairie provinces. 

@. That might be the most convenient thing to do, but I was interested in 
the areas in which they were resident, in order to get an idea of how much work 
they would have to do, and then to determine whether they could do it expedi- 
tiously or not. But it may not be easy to put that on the record—A. I understood 
that you wanted the qualifications. I thought you might agree with me that it 
would not be wise to identify these men individually. 

Q. I think that it would be wise.—A. I do not think it would be in the public 
interest or in the interest of the administration of the board. 


By Mr. Argue: 


Q. Are they part of the secret service?—A. No. 

@. Who are they? Are they political appointees?—A. No, they are not. 
Q. Let us hear their names. These are the cover- aD men. 

Mr. ViAu: They are not C.C.F. ’ers. 

Mr. ARGUE: I am glad to have that on the record! 


The WITrNEss: We have twenty full-time appraisers across Canada 
employed by the board; ten of them have had from five to ten years’ appraising 
experience; and the her ten have various qualifications including farming; . 
grain buying; real estate and insurance; veterans land act work; Canadian 
Pacific Land Branch work; implement companies territorial management; 
credit union work; and their appraisal experience with this board. 


By Mr. Argue: 


Q). How many of them have been political candidates of any description? 
—A. None whatsoever. 


Q. We are not entirely sure of that because we do not know who they are. 


The CHAIRMAN: One minute; just a minute. That is a very unkind state- 
ment to make. 


Mr. ARGUE: I might have been taking a leaf out of your book, Mr. Chairman; 
but I withdraw the statement. 


Mr. JOHNSON (Kindersley): I am rather disappointed that Mr. Chester does 
not feel free to give us the information, because I have not the slightest idea | 
who the appraisers in my own area of amtohewer are. 


The CHAIRMAN: I am sure that Mr. Chester would be glad to tell you who 
they are in your area. 


By Mr. Johnson (Kindersley) : 


Q. I thought Mr. Chester agreed to give us the names, addresses, and the 
qualifications. I understand that none of the appraisers have any scientific 
degrees.—A. Out of twenty appraisers eight have their B.S.A.’s. 

Q. It would appear that you rely more on farm experience than on any 
other technical qualifications.—A. No, definitely not. 

Q. Is that not true?—A. We consider both. We think both are necessary, 


and that is the experience that our appraisers have. 


Q. You would put agricultural experience as being first, though?—A. You 
mean operating a farm? 
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Q. Yes.—A. It is very important if a man comes from a farm background. 

Q. I am rather interested. On the basis of Dr. Hope’s questioning of the — 
mechanics in giving a loan, and the understanding of farm conditions relative 
to that subject, I think it would be of-no interest to the committee to know what 
farm experience the senior officials would have in that regard. Take yourself 
for example; how much farm experience have you had, Mr. Chester?—A. Well 
I have been listening to the evidence of Dr. Hope to the committee and I got 
the impression that farming had gone back instead of ahead. My experience 
was undertaken when I had to get out and milk ten cows morning and night ~ 
seven days a week for 365 days a year. I had to get behind a walking plough 
and a pair of horses and plough a maximum of three acres a day. 

Mr. CHARLTON: And you could not do it? 


The WITNESS: Yes, I did it successfully, but that was during the time when 
other people were going under the umbrella of F.C.A.A. 


By Mr. Johnson (Kindersley): 


Q. It is stated in the act that the appraisal value is based on 65 per cent 
of the actual value of the land. What does “actual value” mean?—A. We 
decide what the actual value is. I think we said that it was the productive 
value. 

Q. Section 6 (1), line 19 of the bill says ‘ . the principal amount of 
which shall not exceed 65 per cent of the actual value of such lands...”. 

The CHAIRMAN: What is the reference again? 

‘Mr. Jounson (Kindersley): The actual value. 

The CHAIRMAN: I am referring to the act. 


Mr. JOHNSON (Kindersley): I am referring to page 2 of bill 84, lines 18 
and 19. 


‘The Witness: I think the answer is hee the. actual value as far as this 
board is concerned, and as far as any lending organization is concerned is the 
appraised value, the actual value of such lands and the buildings thereon as 
appraised by the Board; but in making its appraisal the Board shall consider 
the value of the buildings only to the extent to which they add to the value 
of the land as farm land, .. .’\in other words it is the productive value. 

Q. The Department of National Revenue also makes assessments for 
succession duty based on the actual value. What would you say that the 
actual value for the purpose of the Canadian Farm Loan Board would be? 
Would you say it was identical with the actual value used by the Depart- 
ment of National Revenue for succession duty purposes?’—-A.-I have no idea. 

Mr. BENIDICKSON: What they would do would apply to successions. . 

The WITNESS: If you turn to page 8 of the Canadian Farm Loan Act, you 
will see that sub-section (d) reads as follows: 


The appraised value shall be based on the value of the land for 
agricultural purposes and as far as possible on the productive value 


as shown 6 sexperience, and .no other basis of valuation shall be 
considered;. ; 


By Mr. Johnson (Kindersley): 


@. Your actual value is considerably less than the actual value used by. 
the Department of National Revenue in determining the succession duty.— 
A. I do not say that at all. I said that I did not know what their valuations 
are. 


The CHAIRMAN: He said that he does not know anything about their 
valuations. 
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By Mr. Johnson (Kindersley) : 


Q. I figure that it is important that these valuations be used. Here 
- we have two departments. The government in one case is trying to get as 
- much money as it can, and in the other the department is trying to make the 
- smallest loans that it can. 


The CHAIRMAN: That is the conclusion you have reached. 
Mr. Jounson (Kindersley): I was not arguing with you, Mr. Chairman. 


The CHAIRMAN: You are not arguing with anybody. You are. making a 
' statement. These are not statements made by Mr. Chester. 


’ By Mr. Johnson (Kindersley) : 


Q. I am going to make some more statements. I have a letter written 
by Mr. Thomas W. Cator of Shackleton, Saskatchewan, and I think the 
~ committee will be interested in some of the background of his experience 
-' in connection with appraisal value. This individual has been farming all his 
life and he had an opportunity to buy a parcel of land. The Canadian Farm 
- Loan Board has the reputation of being rather tardy in purchases of this 
__ kind so he went to the bank and consulted it, and the banker placed a 
' valuation of $35,000 on his farm. 

I quote: 


His advice was to borrow the ‘money locally to close the deal and 
‘ then arrange-for a long-term loan from the Canadian Farm Loan 
Board to repay the local lenders. He understood that the board made 
3 loans up to 60 per cent of the appraised value of the property with a 
| maximum of $12,500, and felt I should have no trouble in obtaining 
the loan on the security I had to offer. I took his advice, completed 
the deal and last week went to Regina to see about a long-term loan. 
Ds The net result was that my application was turned down flat; not 
only that but a highly placed official there did not even have the 
y courtesy to look over my completed application form. What he did do 
7 was look at a map to see where I was located and informed me that 
it was a poor part of the province and that they did not make loans 
of this size down there. 


SST en ee 


Now, Mr. Chairman, I think we have got to grapple with this problem 
of actual value and appraised value if we are going to avoid the repetition 
of situations such as this, and the letter from which I have quoted coincides 
very closely, in its submission, with the evidence which Mr. Wyndlow gave us. 
I was wondering, Mr. Chester, if there are many instances in which applicants 
are refused loans without an appraisal having been made of their farming 
_ situation.—A. I think the committee will understand that after operating as 
- we have operated for’ 25 years‘-we have accumulated a considerable amount 
of knowledge of local conditions and local values. We see an application for 
a loan of a certain amount, and we know what the security is. From our 
own experience it may be that we say—and we think we are right in saying— 
that the amount of the loan asked for is in excess of what we might loan in 
that particular area. We might discourage an applicant from making his 
application if it were greatly in excess of what we think we could loan. On 
the other hand any applicant for a loan who insists upon an appraisal will 
receive an appraisal irrespective of our preliminary opinion. 

: Q. How do they go about that when their applications for loans are 


automatically turned down, as in this case?—-A. The applicant has only to 
say. I want an appraisal. If he says that, he gets it. 
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@. You have mentioned that you have considerable knowledge of the 
values of land in various areas. In the light of the evidence given by Dr. 
Hope are you prepared to instruct your field staff to give more consideration 
to the land assessment in Saskatchewan than was, evidently, done by your 
staff in Regina in this case when the application was turned down?—-A. There 
are many factors to be taken into account when considering making a loan, 
one of which is the assessed value. One province in Canada—I think it will 
be fair to say this—has a better method of value assessment than most of the 
others, and that province happens to be Saskatchewan.. We also have soil 
maps and‘an economic survey; we also have the long-term crop averages 
for 40 years or more. We know the rainfall and we know the hail record; 
there are many factors which enter into the making of a loan, not the least 
of which is the personal factor. Each has to be investigated; and if we accept, 
as is suggested now, the assessed value in Saskatchewan as a basis it should 
be realized by the committee that the municipal assessments in Saskatchewan 
do not include buildings. We make loans on buildings. How, then, can we 
accept that valuation as the basis for an appraised value, since we would 
not be getting the whole picture; and until we have the whole picture before 
us I do not think we would be acting as responsible people if we made the 
loan? 

Q. That proves my point. The officials had no. authority to turn down 
this application because they had never been out to see his buildings. Is that 
not true?—-A. I think you will find that this individual was discouraged by 
our office because, from the information they had, they felt the loan requested 
was larger than could be considered, having regard to his security. Without 
the file before me I do not know for certain what the reason is, and I do 
not think I can discuss any case intelligently without knowing the facts about 
that case. This, again, is an individual case’and I am just telling you this: 
that we do discourage people from applying for excessive loans having 
regard to what we anticipate the value of the security might be; but even in 
a situation of this sort we will not refuse an appraisal of the security offered, 
if this is. insisted upon. 


By Mr. Low: 


; @. Mr. Chairman, I have a question which relates closely to the question 
which was asked by Mr. Johnson. Are the appraisers supplied by the board 
with a detailed, printed appraisal guide?—A. They have a book which we 
publish—an appraiser’s book. 

Q@. Would you make a copy of that available to the committeé?2-A. I 
think we could if it is desired that we should do so. 

@. I think it would be useful to the committee, if we could have that 
here.—A. I doubt whether you would find it very useful. It contains instruc- 
tions to the appraiser, telling him what he should do’ when he appraises farms. 

An Hon. Memper: I would like a copy, too. 


By Mr. Cameron (Nanaimo): 


Q. Do I understand that one of the factors which you take into considera- 
tion is the personal character of the applicant? In the case of a man applying 


to Regina or New Westminster, how would you go about doing this?—A. There 


are many ways of getting personal information, as you know, not the least of 
which is a credit report which we get in borderline cases. Enquiries are also 
made privately from responsible people. 

@. Would not one of the sources which you would approach, particularly 
with regard to a man’s credit rating, be the local bank manager?—A. Quite 
often. 
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Q. That is what I was wondering about while I was listening to Mr 
- Johnson read his letter from the man who got the advice of his bank manager 
_ before making his application—A. Bank lending is considerably different. 
from mortgage lending. | | 

Q. You have just told us that you asked bank managers for their opinions. 
- If those opinions are not worth anything, why do you ask for them?—A. I am 
speaking of a personal opinion, not an opinion on the value of the security 
offered. 


Q. The opinion you seek would be one based on the character of the 
applicant?—A. We want to know what the bank’s experience is in regard 
to the repaying of debt by this individual. 


By Mr. Argue: 


'Q. With regard to the loans made in the Regina area, for example, can 
you give me a general indication of the maximum amount you have been 
prepared to lend in the last two or three years against a quarter section 
of Regina heavy clay land?—-A. Again, it is almost impossible to answer that 
question. ; bya 
; Q@. What is the maximum amount you have ever loaned against any 
quarter section in Regina?—-A, I would have to look that up. It does not seem 
to me that the answer could be relevant, though, because one section could be 
built up tremendously and be a successful going concern, in comparison with 
the majority of others; and the fact that we make a large loan or a small loan 
does not altogether depend on the value of the property. As I said, there 
are personal factors which enter into this. Sometimes a loan is refused because 
we do not feel an applicant has either the ability or the intention of repaying. 


Q. I think this question is important, and I think it is one which Mr. 
Chester from his own. knowledge of the business of the Canadian Farm Loan 
Board should be able to answer. I know that general area—the Regina 
heavy clay land to which Dr. Hope has already referred in the course of our 
discussions, and it is on the-basis of that particular area of land that the 
whole of the Saskatchewan assessment is founded. That land is considered, 
by the people who make the assessment, to be the most productive from an 
economic standpoint of any: land in Saskatchewan. Is the board actually 
following the so-called conservative policy, and are the appraisals of the 
board too low? In order to help answer this question I want to get some 
indication of the maximum amount of money that may be lent by the board 
against such land. Do you lend as much as $5,000 on a quarter section of that 
land? What is the general appraised value on that amount of property which 
is, as Dr. Hope has said, almost completely uniform?—A. You asked me if 
we have lent as high as $5,000 against a quarter section of land, which works 
out at approximately $30 an acre for the buildings and land. I am talking about 
the value of the property. I would not care to answer the question without 
getting the information before me. When I make a statement here I want 
} it to be correct. I could say something which I might think, and then find | 
és. it was wrong. If you will wait for the information I will find out the amount 
of the largest loan we have made in the Regina heavy clay area. 


: Q. Of course, I presume that any statements which you make are com- 
pletely accurate, as far as you are aware. I am not particularly concerned about 
the maximum figure, thouh I would like that information. What I want to 
know is your general rule-of-thumb-maximum, leaving aside the question of 
biuldings altogether. Do you lend $2,000, $3,000, $4000 or whatever itis 
against a typical quarter section of Regina heavy clay?—A. I:think, probably, 
that if we give you the information with regard to the maximum loan we have 

~ made in Regina clay it would answer your question. 
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Q. No, it would not because, as you have pointed out, there might be on 
one piece of land a magnificent set of buildings worth between $20,000 and 
$30,000, and the land might be one mile out of the city of Regina; there might 
be many factors which could establish the loan on one given quarter section 
at a fairly high figure. What I want is a typical maximum—something that 
is the general practice.—A. That is an almost impossible thing to get without 
going into the details of every transaction. 

@. Tell me how many loans on Regina heavy clay land you have made that 
are over $5,000, over $4,000 and over $3,000 recorded during 1955?—A. We will 
get that information for you. Let me, however, first get this clear: are you 
referring just to quarter section units or to a quarter section that might be 
combined with another quarter section to make a half section unit? . 

Q. I am not interested in quarter sections as entities; if a man has two 
quarter sections and you lend him $6,000 then I take it there will be a loan of 
$3,000 on each quarter section.—A. So many things crop up. If a man applies 
to us for a loan of $2,000 on a quarter section in the Regina plains, he will 
likely get it. That does not say we would not make a larger loan. 

@. What I want to know is whether you are being too conservative or not. 
—A. If aman applies for a large amount and the board turns him down—is that 
it? : | re : 

The CHaIRMAN: I think I can define what you are after, but I think you 
will have to differentiate, Mr. Ague, between one loan and another. A man 
may be content to apply for a $2,000 loan when he may have been able to get 
a $4,000 loan. That does not indicate that the board is conservative. I think 


you are interested in cases where people have applied for larger amounts than 
they have got. 


By Mr. Argue: 


Q. I am quite prepared to accept that. Can you tell me, Mr. Chester, what 
it the highest appraised value you place on a.acre or on a quarter section of 
Regina heavy clay land, related only to productive purposes, apart altogether 
from buildings and location?—A. I will get that information at the same time. 


By Mr. Macdonnell (Greenwood) : 


@. Mr. Chester, how long have you been chairman of the board?—A. A 
little over two years, sir. : 

Q. My understanding is that during that period, and perhaps for some 
period before that, you have been able to set up a reserve and also to show 
an operating margin.—A. Yes. 

@. When you took on this job were you given any instructions as to just 
what your objective was? Let me make my meaning clear. Im ordinary 
private business, the objective is to make it just as large as you can, by every 
means you can. Did you regard yourself as in that position of trying to increase 
this business in every way? Further, did you regard it as a public service 
which you should operate at cost?—A. Your first question was whether I 
regarded this as a business which should be increased greatly. I cannot 
honestly say I went in with any opinion as to whether it should or whether 
it should not, until after I had been there and had seen how it should operate. 
The other question you asked was— 


Q:. As to your reserves and profit margin. 


The CHAIRMAN: You asked him whether he believed he was to operate 
at cost or otherwise. 


The Witness: I think anybody who has been in business at all will agree 
with me when I say that no business is operated at cost. Either you make 
a profit or you do not; it is only by luck that you “break even” unless there 
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is a predetermined policy to give money back in case of a surplus. I do not 
think any business could be operated on the basis of operating at cost. I will 
say this, that the past practice of the board has been not so much to operate 
at a profit but to build up such reserves as, in the opinion of the officials, were 
necessary. 

With regard to this question of profit, and there has been much discussion 
about it, I would like to point out to the committee that any profits that this 
board has made in the 25 years of its history have all gone back to the board 
for the use of the board and for the benefit of the farmers. There has never 
been any dividend paid to the government on capital amounting to about 
$24 million. If we did not have the reserves which we possess now, and if we 
did not have the capital which the government has supplied, funds which 
in toto amount to about $54 million, the revenue of this board would be 
- $275,000 less than it is; and we would have shown a very substantial loss. 
So when you talk about profit making it should be realized that the profits 
of the board in the past have been a surplus over operating costs and have 
gone back to the board for its use and the benefit of the farmers making use 
of its services. 
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By Mr. Macdonnell (Greenwood): 


@. I am not going to pursue, at the moment, this figure of $275,000— —A. 
I can explain that—it is $54 million lent out at 5 per cent. 

Q@. What do your reserves stand at now?—-A. ‘A little over $3 million in all. 
We have two reserves; I could give you the exact figure if you wish. 

Q. What Iam trying to clear up is this: I think that probably every member 
of this committee feels: that this organization was initiated to be of assistance 
to the farming industry and, speaking for myself, I cannot help feel that it 
has probably erred on the side of caution. I am not expressing that as a firm 
opinion because I want to hear more from you. | 

I turn now to another aspect of the same question. What is the gross 
business done? Can you give me the gross loans, covering, roughly, a period 

‘of four or five years so that I can get an idea of the course of the business. 
Has it been expanding rapidly?—-A. Yes. In the last two years—and I am 
speaking now of the period up to the end of March, 1955—we did about $84 
million worth of business. In the previous year we did about $8 million worth, 
byt prior to that we were down to $5 million and $3 million. I should, really, 
give you the exact figures, but those are correct according to my recollection. 
I may say that the years 1954 and 1955—the last two years—are the largest 
consecutive two years in the history of the board. 

Q. What do you do to make your services known? We have heard about 

: people who are, perhaps, a little too enthusiastic in advertising, and I would 

like to know whether you are perhaps less enthusiastic than you might be. 

What have you done?—-A. We are advertising in a substantial number of farm 

journals and I think our advertising this year will cost us somewhere in the 
| neighbourhood of $3,500. | 
‘Q. That does not sound very much, does it?——A. It is sufficient, if you 

consider. that we advertise for five months of the year in, I believe, 10 or 12 

farm journals which have coverage across. Canada. I think we cover the 
farmers very completely. The committee should remember that we have 

a lending season of only about seven months of a year, and that for five 

months out of seven we advertise. 


@. Other members of the committee Know more about this subject than 
I do, and they can comment on it. I want to turn now to the question of 
service. There has been a good deal of questioning as to the length of time 
taken, and I realize that winter and snow introduce a special difficulty into 
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reporting on land. How many appraisers have you? Did you say 20?— 
A. Twenty full time appraisers and ,36 part time. 

Q. That is for the whole of Nepean See And two Salas appraisers. 
That makes 58. 

Q. Again that seems to be a small Rie Can you answer this question: 
can you give me an idea of the length of time it takes to answer an applica- 
tion? We heard of one this morning which, apparently, was answered very 
promptly; but I do not suppose they are all answered as promptly as. that. 
Can you give me some idea what happens? Suppose I am a farmer in Saskat- 
chewan and I make an application. Do I make that application in Regina?— 
Ay Yes: 

Q. Is there only one office in Saskatchewan?—A. There is one in each 
province. 

Q. But nowhere else in Saskatchewan?—A. No. 

@. A man from the north has got to come down to Regina. What happens 
When an application is made? Does a valuer go out? } 

An Hon, Memper: They turn it down. “ 


The WITNESS: Qur applications are sasiaicd in such a way that they 
can be attended to by correspondence. There is no need for any borrower, 
at the application stage, to visit any branch office. When we receive an applica- 
tion for a loan we examine it carefully, of course— 


By Mr. Macdonnell (Greenwood): 

@. That would be examined at Regina?—-A. Wherever the branch office 
happens to be within the province. If it is felt that there is a chance of a loan 
an appraisal order is immediately issued, provided we have sufficient informa- 
tion. The appraiser goes out, makes his appraisal and reports back to the 
branch office who take all the circumstances into consideration. They report 
it and they make the loan recommendation. 

Q@. How many appraisers are there?—-A. There is only one appraiser to 
a farm, if that is what you mean. 

Q. How many applications, roughly, woul you get in Regina ish the 
course of a year?—-A. Roughly 1,300 or 1,400. Maybe more than that. I think 
we had better get the exact Ae 

Q. I will wait for the figure, but in the meantime would you tell me how : 
many appraisers you have?—A. We have 20. I can say now that there were © ‘ 
1,400 applications in Saskatchewan last year. 

Q. And did you say how many appraisers you have?—A. Are you speaking 
of Saskatchewan or of Canada as a whole? 

Q. Of Saskatchewan.—A. We have five permanent appraisers and ‘A4 or 
15 part time. 

Q@. That would make about 20 in all. How long would it take for your 
appraiser to make an appraisal?—A. A good appraiser should complete his 
appraisal in a day. 

Q. Let us give him two or three days—A. No, we expect him to complete 
his work and send in his report in a day. 

Q. What I had in mind was that it would not always be possible for him 
to get out.—A. There are many factors which might keep him away for several 
days. 

. Q. How long would you reckon would elapse between receipt of the recom- 
mendation and the answer granting or turning down the loan?—A. I think it 
has been stated that it took us six months. But the figures show that 50 pee 
cent of all our loans across Canada are completed within 50 days. 

Q. Is the final decision made in Regina or in Ottawa?—A. The final decision 
is made here in Ottawa. 
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= ve You say the average is 50 days?—A. No, I said that 50 per cent of all 
our loans in Canada were completed within 50 days last year. If you go over 
% the 50 day period you will find individual reasons why extra time was taken— 
4 complete information had not been given, further information was needed, or 
- correspondence was required which caused the delay. — 


3 Mr. BrENrIpDICKSON: The average figure you have given would include 
- applications made, let us say, in December where you could not go out until 
~ May. I take it some might go through in considerably less than five months? 


The WITNESS: Oh yes. Our appraisal season is open already this year, 
and in Ontario—this is our 1956 business—we have made 29 loans so far, and 
- the average time from the date of the receipt of applications until the’ loans 
were completed was 28 days. 
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By Mr. Macdonnell (Greenwood): 


4 Q. Going back to this period of 50 days, I am not arguing about this ques- 

- tion of snow on the ground, but if that factor could be left out and if it was 

a question of the amount of time really necessary, you have indicated that in 

' Saskatchewan it would only be three or four days.—A. I do not yas any 

- lending organization could ever— 

—_ Q. I think you said that from the time an application was received in . 
: Regina you would send out an appraiser and he would take one day—I was 

_ giving you two days.—A. No, he would take a day to appraise. It might take 

: him two or three days to get there, owing to weather conditions. 

‘g Q. I was giving you some time, but apparently you would not take it.— 
‘ A. I think we were talking about two different things. 

Q. Let us call it 10 days. Then, we jump from 10 apparently LO5O0S eT 
q want to be fair over this, but I am wondering whether there is a terriffic delay. 
_ We are told by reasonable men ‘that there is. First of all, I want to know if 
¢@ ‘there is this delay, and in that case does it mean that we board has not got 
- sufficient staff? I am putting this clearly to you, that there is a gap between 
--10 days and 50, days.—A. I think everyone will understand that we have an 
administrative problem at all time. We have a short season of seven months, 
_ and our work does accumulate; and no matter how many men we have, we 
4 probably would not be able to complete it as quickly as some people would like, 
A Q. If I have stated the position accurately there are 40 days here, or 35, 
e! to pee explained away and that could mean an awful lot. 
5 . Mr. RopicHaup: There is the search of title. 
; An Hon. MEMBER: It would take an hour. 


The WITNESS: After the appraisal is made, the appraiser submits his 
_ report. There is some checking on the part of our branch office as to the 
- accuracy of certain information in that report. 
4 


4 A man may say, for instance, with regard to his debts, that he owes a 
- couple of hundred dollars for machinery and a few hundred dollars for some- 
_ thing else—just offhand answers. It may be that the purpose of the loan 
is to pay-off these particular debts, but we must ascertain precisely how 
much it is that the man really owes—we must have the exact amount; 
which means write to the bank and confirm the figure. This may take only 
- a few days, but I do not think it is possible to deal with very many loans 
without running into some correspondence between the time a farm has been 
appraised and the time the loan has been approved. We watch this position 
f very carefully. We get a record at head office, and if we see that loans are 
_ slowing down we write inquiring the reason for the delay. I can truthfully 
_ say that I do not. think any organization built up in a similar manner to 
ourselves would process loans much faster than we are doing. We are 
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improving all the time. This is something which we have before us as an — 
administrative problem, and I am not going to stand here and say we cannot — 
make improvements. If we could not we should not be in business. I am ~ 
looking for improvements all the time, and I have got improvements, and I 
can assure the committee that in the last couple of years we have met with 
some success. We have had disappointments, too, .but this is really an 


administrative problem— 


By Mr. Macdonnell (Greenwood): 


Q@. I am going to ask just one further question, and then come back to 
this subject, perhaps, later on. Do not answer it now. If somebody told you 
he would give you a million dollars if you could increase the business of farm 


loans maybe two, three, four, five or six times, what would you say? Please © 


think that over and answer it later. Well, perhaps I can put the question 
to you in a more sensible way.—A. It would depend, of course, on who said 
that. 

Q@. I am not offering it myself ook. I think I should pronably pecuuane 
it myself—I think I know the answer, but I should not give it in front of 
this committee. 

@. It is perfectly clear to me that the accounts of this board have here 
operated in such a way as to show a substantial margin so that everyone 
would feel satisfied that no losses would be made. I am not confident that 
this is the way in which it should have been done. So I will ask you this: 
if you were told that you would receive a million dollars if you could achieve 
the maximum amount of business, even by taking some very real. risks, 
what would you say? Do not answer that now, but think it over’and give 
me the answer again. ie 
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MINUTES OF PROCEEDINGS 
TUESDAY, April 24, 1956. 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 
a.m. this day. The Chairman, Mr. John W. G. Hunter, presided. 


Members present: Messrs. Argue, Ashbourne, Benidickson, Blackmore, 


_ Bryson, Cameron (Nanaimo), Carrick, Charlton, Deslieres, Enfield, Fairey, 


Fleming, Follwell, Fraser (Peterborough), Hanna, Henderson, Hollingworth, 


Hunter, Johnson (Kindersley), Macdonnell (Greenwood), Michener, Mitchell 


(London), Monteith, Pallett, Philpott, Power (Quebec South), Quelch, Richard- 
son, St. Laurent (Temiscouata), Valois, Viau, Weaver and White (Waterloo 
South). 


In attendance, 
In re Bill 209: Mr. Beverley Matthews, Q.C., Registered Parliamentary 
Agent. , : 
In re Bill 84: Messrs. F. L. Chester, Commissioner; E. O. Bertrand, 
Member; W. A. Reeve, Secretary; and R. McIntosh, Chief Accountant; 
all of the Canadian Farm Loan Board. 


(Note: The Committee first dealt with a Private Bill, in respect of which 
verbatim evidence was not recorded.) 


The Committee continued its consideration of Bill 84, An Act to amend the 
Canadian Farm Loan Act. 


Mr. Chester answered questions which had been asked him at previous 
sittings. He was further questioned on matters contained in the briefs which 
had earlier been presented, and on the operations of the Canadian Farm Loan 


Board, in the light of the said briefs. Other officials of the Board answered 


questions specifically referred to them. 
At 1.00 o’clock p.m., the Committee.adjourned until 3.30 o’clock p.m. this 


AFTERNOON SITTING 


At 3.30 o’clock p.m., the Committee resumed its consideration of Bill 84, the 
Chairman, Mr. John W. G. Hunter, presiding. | 


Members present: Messrs. Argue, Ashbourne, Benidickson, Bryson, Cameron 
(Nanaimo), Carrick, Charlton, Crestohl, Fairey, Fleming, Follwell, Fraser 
(Peterborough), Hanna, Hollingworth, Hunter, Johnson (Kindersley), Lusby, 
Macdonnell (Greenwood), Macnaughton, Michener, Monteith, Pallett, Philpott, 


- Power (Quebec South), Quelch, Richardson, St. Laurent (Temiscouata), Valois, 


Viau, Weaver and White (Waterloo South). 
In attendance: The same as at the morning sitting except Mr. Matthews. 
The questioning of Mr. Chester was continued; he was thanked and retired. 


At 5.25 o’clock p.m., the Committee adjourned until 11.00 o’clock a.m. on 
Thursday, April 26, 1956. | 
ERIC H. JONES, 
Clerk of the Committee. 
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EVIDENCE 


TurEspay, April 24, 1956. 
11.00 a.m. 


The CHAIRMAN: Gentlemen, we will now continue on with the bill to 


amend the Canadian Farm Loans Act. Mr. Chester is here as the witness. 


Will those who wish to ask Mr. Chester questions please indicate to me and 
they will be put in the proper order? 


Mr. F. L. Chester, Commissioner, Canadian Farm Loan Board, called. 


The CHAIRMAN: Have you any preliminary remarks, Mr. Chester? 
The WITNESS: I have some answers to questions previously asked. 


The CHAIRMAN: Mr. Chester has some answers to questions asked at a 
previous meeting. We will have those first. 


The WITNESS: You will recall that a question was asked by Mr. Gour at 


the last meeting. I do not believe he is here. 


The CHAIRMAN: He can read it in the evidence. 
The WITNESS: His question was as to the amount of losses that were 


written off by this board from its inception by provinces. The answer is: 


British Columbia, $92,014; Alberta, $232,237.76; Saskatchewan, $301.64; Mani- 


~toba, $12,501.99; Ontario, $3,908.60; Quebec, $251,516.95; New Brunswick, 
- $78,580.96; Nava Scotia, $49, PAT Prince Edward Island, $3. 582.41; combined 
total $716,918.43. 
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By Mr. Fairey: 
Q. For what period of time is that?—-A. Since the inception of the board. 


By Mr. Quelch: 
@. Could you give us the figures again for Alberta and Saskatchewan? 


—A. Alberta, $232,237.76; Saskatchewan, $301.64. 


By the Chairman: ; 
Q/ $301 or $301,0002—A. $301. Now, Mr. Tucker asked a question—he 


is not here. 


The CHAIRMAN: That is all right. 
The WITNESS: He wished to know, by provinces, the number and the 


amount of the average loans approved, the appraised value average, and the 
number of loans approved over $9,500. This is for the period April 1, 1954, 
- to March 31, 1955; that is, the fiscal year: British Columbia, loans approved 


100; amount $443,850; average loan $4,439; the average appraised value per 
unit $10,682; the number of loans over $9,500, 11. Alberta, loans approved 


307; amount $998,850; average loan $3,254; appraised value average $8,143; 


loans over $9,500, 1. Saskatchewan, loans approved 726; amount $2,904,000; 


average loan $4,000; appraised value average $9,106, loans over $9,500, 29. 


- Manitoba, loans approved 200; amount $808,800; average loan $4,044; 


appraised value average $10,731; loans over $9,500, 11. Ontario, loans 
- approved 428; amount $1,839,600; average loan, $4,298; appraised value aver- 
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age $9,374; loans over $9,500, 15. Quebec, loans approved 177; amount 


$617,550; average loan $3,489; appraised value average $6,976; loans over | 


$9,500, 5. New Brunswick, loans approved 62; amount $186,650, average loan 
$3,010; appraised value average $6,797; loans over $9,500, 1. Nova Scotia, 
loans approved 29; amount $88,750; average loan $3,060; appraised value 
average $6,400; loans over $9,500, nil. Prince Edward Island, loans approved 
116; amount $337,450; average loan $2,909; appraised value average $6,106; 
loans over $9,500, nil. All provinces, total loans approved 2,145; total amount 
$8,225,500; average loan $3,825; appraised value average $8,805; number of 


loans over $9,500, 73—these 73 loans are 3°36 per cent of the total loans 


approved. 


‘ 


By Mr. Cameron (Nanaimo): 
Q. Over what period is that?—-A. For the fiscal year 1954-55. It is from 
April 1, 1954 to March 31, 1955. 


Now, at the last meeting there was a question asked by Mr. Argue. The 
question was—How many loans were made on Regina heavy clay over $5,000, 
over $4,000, and over $3,000, during 1955? 


By Mr. Argue: 
Q. Per quarter section.—A. Yes, ae that is not the wording of the 
question. 


Q. Yes, it is—A. Prior to that we were discussing quarter sections, I think, 
and it is inferred, that the question had to do with quarter sections. 


The answer, Mr. Chairman, is that we have made no loans on Regina 


heavy clay for quarter section units. During 1955, a total of 11 loans were 
made to applicants in the Regina heavy clay area. All of these loans were in 
excess of $5,000. The details are as follows: 5 of these loans applied for were 
for maximum amounts of $12,000; all of these 5 applications were approved in 
the amount applied for, $10,000 by way of first mortgage and $2,000 by way 
of second mortgage, or a total loan of $12,000. Three of the loans applied for 
were for the maximum amount of $10,000 on first mortgage, all of these applica- 
tions were approved in the amount applied for, namely $10,000. The three re- 
maining loan applications were: the amount applied ror $8,400, the amount of 
loan granted $8,400; amount applied for $7,500, amount of loan granted $7,500; 
amount applied for $6,000, amount of loan granted $6,000.. 

@. Have you the amount of land involved in each case; the quantity of 
land?—A. I think I might have that here, Mr. Argue. Yes, I have. This does 
not conform in sequence to the answer I gave. I will give these in rotation 
here as they. appear on this sheet. This one is a $10,000: loan; 543 acres. Is 
that the information you wish? Pet: 

Q. Yes.—A. A $12,000 loan; 800 acres. An $8,400 loan, 585 acres. A 
$12,000 loan; 640 acres. -A $12,000 loan; 640 acres. A $10,000 loan; 784 acres. 
A $12,000 loan; 640 acres. A $6,000 loan; 480 acres. A $7,500 loan; 480 acres. A 
$10,000 loan; 638 acres. A $12,000 loan; 633 acres. Does that answer the ques- 
tion the way you wished it? 

Q. I think the answer could be derived from this information. I have not 
had time to look at it. Is this correct, that the largest loan per quarter section, 
from the figures that you have given me, is $3,000?—-A. No. We made no loans 
on a quarter section unit. 

Q. The average?—A. We cannot break it down. 


The CHAIRMAN: I think that the conclusion which you might draw would 
be your own, rather than necessarily the correct conclusion. 
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By Mr. Argue: 
Q. The question was very simple. It is, the average amount per quarter 
section. I see some $12,000 loans here, and the smallest amount of land on 
which a $12,000 loan is made is 633 acres, which is approximately four quarter 
sections. It would appear from these figures that the largest loan made per 


| p. quarter section would be $3,000 on Regina heavy clay land, and that land has 
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been selling in the last 5 years on the average at about $10,000 a quarter.— 
A. How much? 

Q. About $10,000 a quarter; and that is a cautious estimate. I think that 
estimate is too low. | 

The CHAIRMAN: A conclusion which might be inferred from that is not 
necessarily right because they would get the loans they applied for. 


By Mr. Argue: 
Q. But the loan which they apply for is often a result of discussions which 
had taken place before the official application was made. I take it these are 
official applications and that there may have been many inquiries made before 


the applications were submitted. 


The CHAIRMAN: Yes, there may have been. 
Mr. ARGUE: I am sure there had been; it is almost DEREAte 


The CHAIRMAN: It does not’ necessarily follow that they would have applied 
for more. 


By Mr. Argue: 

Q. Then, I wonder if I might ask this question, which I believe.I have 
asked a number of times. Let us take these figures. What is the highest value 
that any of these section farms was appraised at? Perhaps I should put it 
another way: is there one of these loans that is the maximum, related to the 
percentage of the appraised value?—-A. There are 8 of these loans that are 
maximum according to our maximum loan limits. We could not possibly 


- exceed that amount of loan to begin with. 


Q. Would you name off those 8?—A. They were the 5 $12,000 loans and 
the 3 $10,000 loans. No matter how, much they ask for we could not loan any 
more money. 

Q@. Under the limits of the act?—-A. Yes. 

Q. You misunderstood my question. I am asking about this appraised 
value. I take it your appraised value is not related to the amount in the 
application for a loan. Your appraised value is something related to the land?— 
A. Yes. 

Q. I am asking you what is the highest appraised value that was given in 
any of these cases which you related to this number?—-A. There is one farm 
here which we appraised at $35,000. 

Q@. How much land was there?—A. 784 acres. 

Q. Have you one or two other examples there?—-A. The next highest is 
an appraised value of $27,256 with 633 acres. - 

Th CHAIRMAN: Are you through, Mr. Argue? 


Mr. ARGUE: Yes. 


By Mr. Johnson (Kindersley): 


Q. Mr. Chester, when Dr. Hope was giving his evidence, he intimated that 
a certain percentage of your loans were made for the purpose of consolidating 
the farm improvement loans which have been made to farmers and which have 


- been in arrears. I think this is a disturbing tendency and does not relate to 


the operation of your department but rather to the Farm Improvement Loans 
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Act. Could you give us information as to what proportion of your loans are 
for the purpose of consolidating the farm improvement loans which are in 
arrears?—-A. No. Mr. Chairman, we do not have detailed information about 
retiring those. We have an over-all picture of the amount of debts we retire by 
our loans. Would that be of any assistance to you? 


Q. Yes. It would help. Thank you.—A. Purposes of loans, amongst others 
for the year 1954-55: 25-61 per cent of the amount of loans of the board were 
for the purpose of paying other debts; other debts are “ther than taxes or land 
debt or land purchase. In that figure, of course, are included moneys for the 
payment of F.I.L. loans. 


Q. Thank you. It is apparent that about 1 of all loans is for the retirement 
of debt in that particular year?—-A. Yes. Incidentally, that has shown a 
tendancy to increase in the last 2 or 3 years. 


Q. This figure for the retirement of debt has increased?—A. Yes. 


@. One of the points which Mr. Macdonnell was bringing up at the last 
meeting was the time lag from the application of the loan until the loan is 
eventually made, and at that time, I believe, you stated all the loans were 
channelled through the Ottawa office. Is that correct?—A. Only in so far as 
approval is concerned. 

Q: The final approval?—A. Yes. 


@. Could these loans not be processed in the regional offices, and would 
that not speed up the whole means of making loans? What I am thinking of is 
the situation in Saskatchewan where we have a classification of lands which 
can be utilized, and it would appear to me that by allowing them to make the 
final appraisal or authorization in the Regina office, that the prime lag would 
be reduced somewhat. Is there any reason why that could not be done as 
an administrative technique?—A. It has always been the policy of the board 
to require final approval of all loans by the commissioner at head office. As 
far as the delay is concerned, all our mail is airborne now. I would guess that 
there is not more than a couple or three days actual delay in the mail. There 
is no delay at head office whatsoever. 

@. The point I have in mind there is that in the head office you are quite 
removed from the local office, and it would appear to me that the supervisor 
of the Regina office would have a better appraisal of the unique conditions 
which might prevail there and would be in a better position to make an 
assessment than you would be at the head office just because of your geo- 
graphical location—A. We have our act to interpret. That must be interpreted 
at head office. Quite often it is necessary for us, because of the act, to question 
the eligibility of a borrower. I do not think that responsibility should be 
placed upon the branch office. We think that the policy has to be similar in 
all areas in Canada. The only purpose which I can see in a change would be to 
Save time, and the time that would be saved, as I said before, in regard to total 
time consumed, is very, very minor indeed. We, of course, wish to speed up 
applications as much as we possibly can and I think there are other places 
where we can save much more time in the actual processing of these loans 
than in the one you asked about. 


By Mr. Fairey: 
Q. Might I ask if it occurs frequently or infrequently that final approval 
is withheld at the head office?—-A. Very infrequently! 


By Mr. Argue: 


@. Do you have a recommendation on the application when you receive it 
from your people, let us say, in Saskatchewan or wherever it may be?—A. Oh 
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q yes. The loan is practically finalised at the branch office. All it needs is the 


signature and a glance over the terms of the loan in regard to the act, just 
to be sure that we are operating within the act. 

Q. What percentage would you say is turned down?—-A. You mean at the 
head office? | 

Q. Yes; is ita large part?—-A. I have not got the figures but my recollection 
would be that it would not be one per cent. 

Q@. You say it would not be one per cent?—A. I would not think so. 

Q@. What would be a typical cause?—-A. Ineligibility. 

Q. Ineligibility for what reasons?—-A. Because he is not a farmer; because 
his principal occupation is not farming, mainly. There are other reasons. How- 
ever that is the main one. 


\ 


By Mr. Johnson (Kindersley): 


@. There is one point which seems to be disturbing some members of 
the committee. It is the whole problem of assessment. As pointed out in 
connection, in Mr. Macdonnell’s question, there was a considerable time lag 
because of the non-availability of assessors. Since there are only twenty full 
time assessors in Canada, that brings up the whole problem of whether you have 
an adequate staff of assessors to do the job as expeditiously as you might: 
therefore I thought it would be in the interests of this committee if that 
information were brought forth because of the short appraisal season that 
we have, and that this may be the cause for delay. 


The CHAIRMAN: Mr. Johnson, would it not be better if you are going into 
that matter to ask about a particular area, because if you are going to take 
it at large across Canada, I do not think we can get down to the meat of the ~ 
problem. But if you were to ask about, let us say, your own area—why not 
go into that to see if there is some delay? 


Mr. JOHNSON (Kindersley): I would be very pleased if Mr. Chester would — 
give us the names as outlined at our initial meeting of the full and part-time 
appraisers and assessors for the board, because I think it would be information 
which all the members should know, so that they might know where their 
particular appraiser is located, and they would be in a position, since they are 
familiar with the territory, to judge the amount of work he would have to do, 
and I think they sheuld know something about the qualifications of the particu- 
lar assessor. Therefore, I would appreciate it if you would provide us with 
the names and addresses of the full and part-time assessors whom you have 
operating under the act, and put them on the record. 


Mr. HoLLINGWorRTH: I thought we had them here. 

Mr. JoHNSON (Kindersley): No, I mean just to table them. 

The WITNESS: I have not got them with me. 

Mr. JoHnson (Kindersley): You will be able to table them, will you not? 


The WITNESS: I would prefer not to, but I am in the hands of the 
committee. 


The CuHarrMAN: I do not think it has ever been the usual practice for a 
crown corporation to. give out the names of its employees or their qualifications 
and so on. 


Mr. JoHNSON (Kindersley): Mr. Chairman, my question was for the names 


_ of specific employees whose work has been quite severely criticized in this 


committee. I do not see how it would make any difference whether the 
information was supplied to us here or in the house. It would have to come 


from the same source eventually. 
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Mr. BrEenipicKson: Mr. Chairman, I think the same rule is applied to 
questions when they are asked in the House as when they are asked in committee 
as to the names and salaries of employees; for example, in the case of the 
Canadian National Railways or something of that kind. 


The CHAIRMAN: Might I suggest that if anybody Lere knows of a particular 
area and wishes to know who the appraisers are, that he indicate the fact. 
I do not see any reason to supply holus-bolus torneo about crown corpora- 
tions and their employees, unless people are interested in some of them. I 
cannot quite follow your interest, let us say, in appraisers in Prince Edward 
Island, Mr. Johnson; but I can follow your interest in appraisers in your own 
province or area. 


Mr. JOHNSON (Kindersley) : I asked at the ict meeting if there was any 
reason for reluctance in providing this information. It is quite simple informa- 
tion to me. Our responsibility is to probe into the operations of this public 
body, and it was with that object in mind that I asked my questions, to try to 
make constructive criticism on the basis of Ube information that would be 
provided. 


Mr. FRASER (Peterborough) : You mentioned that information regarding 
crown companies is not to be given. 


The CHAIRMAN: I did not say that; I said it was not the usual practice. 


Mr. FRASER (Peterborough) : But in the House of Commons I have put 
questions on the order paper in regard to crown companies and I have received 
answers regarding employees in those companies, and they: have not hesitated 
at all to give me these particulars. 


Mr. MACDONNELL (Greenwood): I understood that the names had been 
asked for. I was not aware that the salaries had been asked for, and I would 
not ask for the salaries. I am unable to see why there should be any question 
about giving us the names; and if there is objection, I should like to understand 
what it is, because at the moment I can see no reason why the names should 
not be given. 

The Witness: I think you will recall that the question was originally 
asked in regard to the qualifications of these appraisers. That was the point I - 
objected to; that we should identify these appraisers under certain qualifica- 
tions. However, if it is required for the committee I am sure we would not 
object to giving you the names, but I do not think that the addresses would 
mean very much, éxcept that we can tell you within the area; would that be 
satisfactory? 


Mr. JoHNSON (Kindersley): Yes. 
The WITNESS: You do not want the street addresses? : 
Mr.) JOHNSON (Kindersley): No, no. 


The Witness: I do not see any objection to that type of information, but 
I certainly would not want to have the names tied in with certain qualifications. 
That is the point I tried to establish, perhaps not too clearly, when the question 
was asked in the first place. I fee not a information with me, but if the 
committee wishes I shall get it. - 


Mr. JOHNSON (Kindersley): That will be fine. Thank you. That. is all. 
The CHatrMAN: Mr. Macdonnell. 


By Mr. Macdonnell (Greenwood): 


@. I would like to ask some questions, following the questions I ee 
the other day, and based on page 7 of the report of the Federation of Agricul- 
ture. My first question is: what are the legal requirements for reserves? ‘The 
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interest rates by the board and I shall now read it to you- I shall read 
a sub-section (e¢) as follows: 


q By Mr. Macdonnell (Greenwaod)- 


Q@ Wheat is your answer to the statement that you are setting aside pro- 
| ¥isiowm for losses above the lesel requirements?—A If those are the legal 
| yequirements. we have not set anything aside above them Im other words, 
we comsider thet the reserve for losses which we have set up are reasonable 
| Seserves for losses. Is thet what you are getime af? 
= @ Yeo iat s fe answer A. Thet is what I mean 
Q@ You definitely take 2 position. comtrary to that of the Auditor General 
| @ieet & is prodent and necessary for you still te go om establishing reserves?— 
| & Mr Cisrmen, the bill which you have before you corrects that situation 
- @ The other thime is fhis- wheat we want fo know is fhis- could you tell 
the mumibber of loans refused im certezim areas? You have given us several 


ek Sahl eeailics’ tof Societe: I would like to have 2 correspondms 


fiemre as te the noenber of auplicetions refused. If those figures are not available 
| petiess you could give them te us ister. but I thm: ff is very mmportant-— 
| A Get By eee a@ Dy yer’? 

= Q@ Could you give us the overall figure and them give us two or three 
| @estretions? I do not went to make if lomger them necessary: but could you 
‘geve f= te us? You geve us ome figure of eleven loans made im a certam fime 


@m the Hesime ares I was surorised af the smaliness of the number, but could 


* yom tell us if amy were refused. and if so how many, and at that time, and 
Im wieat area*—A_ I shall get that for you. 


3 @ Could you sive us the overall refusals? A. Across Canada for the year? 


= Q@ How would your records show it?—-Would you be able to give us the 
recerds by provinces of provincial loans made and loans refused? Could that 
- Be dome without = Int of extra work? How do you suggest that it could be 
 dome?—A_ I thimk we could provide that for you without too much trouble 
= The Cesmewss- Is thet informetion particularly valuable without knowing 
fie reasom for the refusal? ; 
Mr. Macnowwett (Greenuood)- I 2m giad you suggested that. I thimk we 
sheulé have that toa 


Beas poor character or somethimg I do not thimk that the nmformation you are 
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— The Cesmaess- That may involve - Jot of confidential information again 
| Fer example they may just comsider that 2 mam is 2 bad risk personally, Pee 
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By Mr. Macdonnell (Greenwood): 

@. I agree that we must not ask for confidential information which might 
damage anybody. But I think a good deal of information could be given.— 
A. Probably I have some information here which is along the line you are 
seeking. I might say that if we had to give you tne reasons why all loan 
applications were declined, it would be a terrific job. There are so many 
and varied reasons; but I have here an analysis which I had made in Ontario 
for the 1955 season. 13-8 per cent were declined because of ineligibility under 
our act. ‘ | 

@. You say 13-8 per cent of all, or only of those that were declined?— 
A. This is 13-8 per cent of all that were declined, not of all applications; only 
of those declined. fi ; 

@. Are you going to give us the number that were generally declined ?— 
A. I will give that to you later; but this will be for Ontario in 1955. 46-5 
per cent were declined because of insufficient security for the amount of the 
loan; 1-4 per cent were declined because they were unable to give title; and 

38-3 per cent were withdrawn by the applicant. ~ : 

@. That last might come very close to being refused.—A. No, it was a 
voluntary withdrawal on their part for some reason or other; they did not 
want to proceed with the loan. | 


By Mr. Argue: 
@. Did they get their $10 back when they withdrew?—-A. If the appraisal 


has not been made they get back the $10: but if the appraisal is made, then 
we retain the appraisal fee. 


Mr. MAcDONNELL (Greenwood): I do not want to take up time unnecessarily, 
but I think those figures are very essential. 


The CHAIRMAN: Have you the figures for the number of loans turned down 
in Ontario for the year, and the number refused? 


The WITNESS: 376. 


The CHaiRMaN: And how many loans were made, declined, or withdrawn? 
Mr. Farry: You gave us 428 in the first place. 

The WITNESS: Yes. 

The CHAIRMAN: You jotted that down. 

Mr. Farrey: I have 428 given for Ontario. 

The CHAIRMAN: And how many were declined? 

The WITNESS: 376. 


By Mr. Cameron (Nanaimo): 


Q. I notice that Mr. Chester was listing the percentages of loans that had 
been declined by the board, refused by the board, and in those percentages he 
listed, I think, some 38-3 per cent that were voluntarily withdrawn. Should 
they really not be included?—-A. Our records are made on the basis of declined, 
and withdrawn, as combined figures. That is the way that we treat them. 
Once we receive an application we must dispose of it in some way; either it 
is approved, declined or withdrawn. We do not have a breakdown of “declined” 
and “withdrawn”’ into categories. We combine them with the other reasons 
why the loan did not eventually receive approval. 

@. It occurs to me that in respect to the percentage of loans declined, 
there would be more than 80 per cent which were actually declined for in- 
sufficient security, and if we eliminate the 38-3 per cent which were yolun- 
tarily withdrawn, would not that person normally appear in the reasons for 
decline?—-A. I do not know how you can interpret that, because the actual 
figure of the number we decline for this reason is 46:5 per cent. 
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Q. On the basis on which you estimate your percentage, that includes 38:3 


. _ per cent which you say were declined, but were in fact voluntarily withdrawn. 
_—A. As far as we were concerned it was the same thing. They did not 


become loans. 

Q. That does not give an answer to Mr. Macdonnell’s question. 

The CHAIRMAN: I think that Mr. Cameron has a point there; that is, if 
you deducted from those loans which are not proceeded with, those which 
had been voluntarily withdrawn, it would leave you with those which you 
would actually decline for some reason, and then your percentage would be 
changed. : 

The Witness: As of a total, at any time, it would. That could be figured 
out. If you have the percentages and the totals, you may do a little arithmetic. 

Mr. Carrick: Does the figure of 38:3 include the number declined? 

The WITNESS: Yes. 


The CHAIRMAN: It obviously includes the percentage of the total which 
were declined. 


By Mr. Michener: 


Q. I understood Mr. Chester to say that the proposed amendment to section 
9 would alter the requirements for reserves. Is this new section 9 the recom- 
mendation of your board? 

The CHAIRMAN: You mean section 7. 


The WITNESS: New section 9 is part of the bill which is presented to you 
by the government. 


By Mr. Michener: 


@. I know that, but is this the idea of the board as to what shall be done 
about reserves? They propose an amendment to section 9.—A. This is the 
conclusion which has been arrived at by the government to present to par- 
liament. 

Q. I know that, but does the board go along with the government?—A. The 
government, before it made this policy, consulted us. Further than that I do 
not. think we can say anything. 

Q. What is your personal view, as Chairman, about this proposed amend- 
ment’? Will it change the practice with respect to reserves?—-A. Undoubtedly 
it will change the practice. 

Q. In what way?—-A. Our reserve fund is now fixed at $3 million. Our 
capital is set at $3 million therefore our reserve limit is fixed at $3 million, 

or not in excess of the capital. 

Q. In the future, what will it be under this proposed amendment?—A. It 
will remain stationary until such time as our capital is increased. 

Q. That is the very idea of what will be done if the amendment is passed; 
you will keep the reserves at this present amount until your capital increases? 
—A. Or until it is reduced. We cannot exceed our capital; it can be reduced 
by losses, of course. 

Q. I am interested in knowing how you would interpret the section be- 
cause it says that the board shall establish a reserve out of which may be paid 
any losses sustained by the board in the conduct of any of its operations under 
this act. 


The CHAIRMAN: In sub-section 2 it goes on to suggest what the reserves 
-should be. 


Mr. MICHENER: Where is that? 
The CHAIRMAN: Over the page. 
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By Mr. Michener: 

Q. But the requirements of that section would require a 100 per cent 
reserve because any loan or any part of a loan might be a loss, and it seems 
to me that if the intention is to reduce the legal requirements there, you 
would not have as much reserves and that this amendment isnot going to 
do it—-A. What this amendment does is this: we presently have two re- 
serve funds which in total exceed $3 million. 

Q@. That is about 10 per cent of the amount you have on loan. Accord- 
ing to your last statement, the reserves under section 9 are $878,000, and 
other reserves are $2,349,000, which comes to just over $3 million; and the 
amount you have on loan to farmers is $38 million. So you have not made 
it a percentage of the amount of loan. Can you tell me how you expect 
that the amendment will alter that situation?—A. Well, first of all the amend- 
ment reduces the amount we now have in the total reserve to $3 million and 
that is now fixed. We cannot exceed $3 million as long as our capital is $3 
million. But out of that one reserve all losses eas by the board in any 
manner whatsoever shall be paid. 

Q. And the surplus over $3 million will ie paid?—-A. To the Receiver 
General of Canada. 

. Q. You say it will be paid to the Receiver General of Canada?—A. Yes, 
the present surplus over $3 million. 

Q. Yes.—A. Any surplus from our yearly operations will, as well, be 
paid to the Receiver General, providing our reserve fund is at its maximum 
of $3,000,000. 


By Mr. Mitchell: 

Q. Practically speaking, if you start out with $3 million, and at the end 
of the year you have $100,000 loss, that will come out of the $3 million, and 
then you go ahead and build up the $3 million again before you pay any 
money to the Receiver General?—A. That is exactly right. 


By Mr. Bryson: 

Q. Mr. Chester, did I understand you correctly a moment ago to say that 
some loans are declined because of the fact that the applicant was unable 
to satisfy the board that he was a bona fide farmer at the time that he made 
the application?—A. That is correct.. 

Q. That is substantially correct?—-A. Yes. 

Q. Do you mean that, in the case of a young man who has consider- 
able farming experience but when he makes an application does not 
at that moment happen to be a farmer that his loan would be declined?— 
A. No. If he is a farmer, or about to become a farmer; if farming is generally 
described as being his occupation, he is eligible. 

Q. How does that statement square in with your first statement that 
some loans have been turned down?—A. We receive many applications in 
the Ottawa area from people who work for the government who are part- 
time farmers and they do not qualify. By our principles that is not farming 
and is not going to be farming at the time we would disburse a loan. 


Q. Say a man wanted to become a farmer and had a farming background, | 


would you give consideration to such an application?—A. Absolutely, yes. As 
Jong as the purpose of the loan is_to establish him as a. farmer and that is going 
to be his occupation. 

Q. Regarding the appraisers, do you have a fairly uniform system or 
method of appraisal all over the country?—-A. Pretty well, yes. Of course, the 
values vary considerably. 

Q. I mean the method, the actual mechanics.—A. Yes. 


A 
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Q. In that case, would you consider it advisable to use the Saskatchewan 


assessment? I understand that while there is frost on the ground and snow on 
the ground appraisals are not made by the appraiser?—-A. That is correct. 


@. And there is a delay there of approximately six months in every year. 


Your methods of appraisal, I presume, are about the same as those used by 


the assessment commissioner in the province of Saskatchewan. Would you 
not consider that it would be advisable to use that assessment as a guide towards 
the appraisal?—-A. We have answered that question previously. I think that 
the shortest answer and the most complete one I can give is that the municipal 
assessment in Saskatchewan does not include buildings on any farm and our 
loans do include buildings. I do not see how we could loan on land only. 

@. You can appraise buildings in the wintertime?—A. If you can get to 
the farm; but there are many other things, as I explained to this committee, 
which enter into the making of a loan. Obtaining the personal report on the 
man is, of course, essential. The type of farming he carries on; is he a good 
farmer, and What is the cultivation of his land? We do not always know 


_ whether it is a stony area. There are many things. There are certain situations 


where we wouldc_not want to take a farm as security. There are so many other 
things which enter into the making of a loan. But as far as municipal assess- 
ments are concerned, we could not in my opinion advance any loan on that 


_ one factor alone. I think it would be impossible and irresponsible for us to do it. 


We made a loan in British Columbia the other day. I just happened to 
notice the municipal assessment was $597; we appraised the farm at $2,588.88. 
That shows the ridiculousness of trying to do loaning on municipal assessments 
across Canada. There are some areas, particularly in Saskatchewan, where they 
are a very good guide and we use them as such: but I think it would be 
irresponsible on our part if we used them exclusively. 

@. I had in mind the soil types which, in the province of Saskatchewan, 
are a very comprehensive thing.—A. Soil maps? 

Q. Yes.—A. They are used extensively by us. 

@. Would you not consider that a fair guide during the winter months, 


Prather. than hold ‘up a loan for six or seven months?—A. Only a guide. 


Q@. Do you not use the same method of arriving at soil types as they do 
in the provinces? You take samples, and so on?—-A. Yes. Our appraisers take 
samples, but there are so many other factors which come into mortgage 
loaning on farms that there is not any one factor which you have mentioned 


» which we could take as one on which we could finalize any loan application. 
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@. In so far as the land itself is concerned, what other factors would there 
be on which you could not appraise during the winter?—-A. The cultivation, 
and various things affecting soil, land, production and drainage. 

Q. We are talking about the farmers’ ability to farm. Could you not find 
out that information at any time?—A. In certain areas we possibly can find 
that out such as where they are growing wheat which has to go through an‘ 
elevator and we can check and back-check; in other areas, no. 


By Mr. Quelch: 


@. Mr. Chester, I understood you to say at a former meeting that no areas 
were blacklisted. Could you say how many loans, if any, have been made in 
the special area of Alberta? I might mention here for information of the 
committee, that the special area comprises an area of around 7’million acres 
in the southeastern part of the province.—A. I would say very few, if any. 
I doubt if we have made any in recent years. There were some made in the 
first years of our operation. 

Q@. I am asking whether you could not reconsider your policy in that 
respect. I can quite appreciate why there were no, or very few, loans made 
in the early years because the majority of the farmers in that area went 
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broke. Sixty per cent of them, I think, pulled out. There has been an entire _ 


reorganization in the last 20 years and you hav> an entirely different picture 
today. A lot of that area is as prosperous as any, due to reorganization. Some 
of the larger farmers hold two or three sections in their own name and per- 
haps have a lease on 2,000 acres, and, farming on that basis, they have become 
quite prosperous. In many cases they find they can carry more stock and wish 
a loan in order to buy livestock; or, a farmer is selling out and his son takes 
over the,farm and needs capital in order to try to stock the farm. That area 
today is a very different area to what it was 15 years ago. I think that you 
will be able to reconsider your policy in that area?—A. We have no policy in 
that area which says we will not loan money. 

Q. I wrote you last year regarding a farmer T know and.it was with 
respect to an extremely good farm.—A. True, we would not make a loan as 
applied to that particular farmer. It was not because it was the area; there 
were other reasons. I appreciate the fact that this special area in Alberta has 
gone through a very extensive reorganization as you have informed the com- 
mittee. Many people—lI think you said 60 per cent—have moved out of the 
area, and, as a result, larger units are available and are being used by these 
people. Also there is much grazing land which is rented by the provincial 
government at a very low rental based on the increase in production of cattle. 
Also, if my recollection is correct, I believe that no new person can come into 
that area and purchase land, so the only people we can deal with are those 
already established. Now, those that are established in such a manner that 
they can convince us that they will be able to repay a loan from this board, 
will certainly receive very favourable consideration if they apply to us. 
Incidentally, I might say that we have had very few applications for loans 
from that area. 

Q. No new farmer can come in there to get a lease unless he owns land, 
but can come in and buy land from a farmer holding land in that area. It 
was the attitude of the V.L.A., at one time, that they would not make loans, 
but they have changed their principle in the last few years and are making 
loans, to veterans who wish to settle in that area.—A. As far as I know there 
is no policy of the board which restricts us making loans in that area. 


By Mr. Weaver: 


Q. Mr. Chester, in the first question that you answered about the list by 
provinces of losses on loans over a period of time, the province of Saskat- 
chewan stood out very much over the others; it was a very small loss.—A. 
One of the main circumstances there was that we did not start loaning in 
Saskatchewan until 1935. If we had been loaning in 1930, the bu would 
have been entirely different. 


By Mr. Argue: 


Q@. You gave Mr. Macdonnell a list of the percentage of applications 
which had been turned down, or withdrawn, or rejected. You probably gave 
him the total number but I did not get that. A. It was 376. 


The CHAIRMAN: For Ontario, 376. 


The Witness: In that one year, which included some 38 per cent which 


had been withdrawn voluntarily. 


By Mr. Argue: 


Q. Of the 46 per cent which you list as having been turned down because ~ 


of insufficient security, was an inspection or an appraisal made?—-A. I do not — 


have the record of that, but I would say by far the majority of these inspec- 
tions were made. 
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BQ. Generally, when you turn down an application because of insufficient 
security it means that an appraisal has been made?—-A. Generally speaking, 
not always. A man might apply for a $10,000 loan on a $5,000 farm. We 
24 ‘know that his farm is worth approximately $5,000, within a certain range. 
_ We get many applications where the amount applied for is far in excess of 
- any value that you could put on the farm for loaning purposes. 
~~ ~+Q. You know that for what reason?—-A. We have records built up over a 
' period of 25 years. We have detailed records of the area, and we have dis- 
a cussions of our experience. 
‘ Q. You gave us some figures a number of days ago. These are the figures 
— which I have written down, that of the 4,892 applications 2,145 were approved. 
’ That was quite a few days ago and I am not sure about them. A. I do not 
- recall those figures, Mr. Argue. 
ae Q. Well, Gan you then right now for a given period, give me the number 
of the applications and the number of applications approved?—-A. I have the 
figures for this past fiscal year which ended March 31, 1956: total applications,,. 
5,459; number approved for loans, 2,083, number declined, 2,268; number still 
in process, 1,110. . 

Q. How many were declined?—A. 2,268. 

@. Why do you take that figure and not the figures I have referred to? 
You listed 1,237 loans as being made the previous year in your first submission 
to the committee. I take it that that was based on applications for some 4,800 
or 4,900. How many $10 fees do you get in any given period? In other words, 
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ss when an application is turned down, do you get the $10 fee?—A. In 1,157 
A cases the $10 fee was not returned. 

e, Q. How many applications in that period were withdrawn?—-A. The with- 
* drawn, I included in the declined; they are combined. 

. Q. Are the ones withdrawn in the 1,157?—-A. Yes, some of them undoubt- 
© edly are. 

V3 Q@. What happens when a person withdraws his application? Are you 
hee 


telling us that you have 1,000 people—let us call it that—who make application 
and attach their $10 to the form and then they say, at one point or another, 
that for one reason or another they do not want the loan and wish to cancel 
the application, are they given the $10 back?—A. Yes. 
oF Q. But those people do not have their money returned who are listed as 
having withdrawn their application because the board, or some representative ~ 
- of the board, sends them a letter saying, in so many words, you cannot get a 
- loan and there is no use having an appraisal, you lose you $10 and therefore 
we suggest we return it to you. Those are the people whom you referred to 
as having withdrawn and a lot of them have been turned down before an 
appraisal was made?—-A. They have not been turned down before an appraisal 
was made. There might be some of them discouraged from proceeding with 
their application. It is still up to them whether or not they withdraw. 
a. Q. When you have discouraged them from applying and they have with- 
_ drawn, then you mention them in your category as having withdrawn’?—A. No. 
_ We list them as being rejected. They are included in the rejected. 
a Q. Then who withdraws?—A. The applicant withdraws. 

Q. He withdraws voluntarily?—A. Yes. 
a Q. He withdraws without any intimation having been given to him that 
' if he proceeded he is not likely to get a loan?—A. I said that there are cases 
where we discourage people. For instance, when an appraiser gets to the 
farm and looks over the application and it is for a $10,000 loan, he just glances 
at the farm, and his past experience indicates, amongst other things, that it 
_ is very unlikely that that man would get a loan of that size; then he would 
tell him it is unlikely and say, “Do you wish me to proceed with your applica- 
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tion or with an appraisal on it?” If he makes the appraisal we retain the $10. : 


f a 


On many occasions, a man might say—I do not know what he says to himself. | 
I just eaught myself in time there. At any rate, he decides to withdraw and ~ 


it is quite voluntary.on his part: 
Q. He can retain his $10; I will agree with you on that. But after you 
have told him in so many words that he is just going to lose his $10 if 


he goes ahead, you will show that as having been a withdrawal ?—A. No. Mg 


would be shown as rejected. 


Q@. But it is a withdrawal.—A. They are feuded in the rejections; they | 


are combined. The total is listed by us as being rejects, but - in that total are 
those that have been withdrawn. 

Q. And they are withdrawn because the hint has been made?—A. In 
many: cases, but all of them are withdrawn by the applicant. 

Q. But in many cases they are withdrawn because the applicants are 
informed that they might not get a loan if they went ahead with the applica- 
tion?—A. I would say that there are propa, a few cases of that nature, how 
many I do not know. 

Q. There are cases where a man sends you the $10 when he is applying 
for a loan and you do not make an appraisal but send hima letter telling him 


that he has not been able to comply with certain conditions and you enclose © 


_ the $10 suggesting to him that he had better not go on with it. In other words, 


you are the people who get him in that predicament?—-A. No; it is a declined 
application in this case and we accept that responsibility, returning his apprai- 
sal fee. ; 

Q. And you have listed him then as a definite reject and not as a with- 
drawal?—A. Yes. 

Q. You listed 4,890 some odd over $5,000 the last year as having applied 
for a loan. Have you any information at all as to the number of people in 


addition to that number who might have written in to you making a definite © 


inquiry about a loan giving you certain detailed information about where they 
might live and that you might have said to them “we will take your applica- 
tion, but on the basis of the information which we have now it seems quite 
evident that you cannot get a loan’”?—-A. We have no record of those people. 


We have a great number of people who make casual inquiries by corre- 


. spondence, by visiting at the office, by telephone and in other ways. No record 


is kept except possibly a memorandum for the use of the branch office as 
to the interview and what was said and done in the interview. 

Q@. Can you give me the number of inquiries you have in writing in a year 
for loans?——-A. We do not have those figures and it would be very very difficult 
to obtain them. 

Q. I am suggesting that there are thousands of persons who tvould like to 
get loans and would like to get applications but are refused or turned down or 


discouraged before an application has been made, so that when we say that © 


there are 40 per cent of the applications approved, that that is rather a high 
figure if it were related to the number of application or to the number of 
inquiries made by people who would like to have a loan many of whom are 
discouraged even from filling in the original application.—A. Your guess is as 
good as mine on that. 

@. You have heard the evidence from Dr. Hope that at least in Wereaia 
areas you should not refuse an appraisal because there is snow on the ground. 
What is the period during which you do not make appraisals because of snow 


on the ground or because of winter conditions?—-A. It depends, of course, on — 


the weather. 


Q. Have you a resalatien saying that appraisals cannot be made during the | 


wintertime or during a certain period?—A. We have a regulation which says 
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appraisals must not be made when the ground is frozen or covered with snow 


sufficient that a complete report could not be made on the cultivation and on 
the farmland itself. 

. Q. Is that restriction on the time when appraisals can be made, therefore a 
restriction that is brought about only because of a regulation by the board? 


- In other words, it is your own precaution as you see it?—A. It is policy. 


Q. It is not in the act?—-A. No. It is a regulation made under the act by 
order in council. 

Q. With great respect, I would suggest that that particular regulation 
should be amended. I can well understand the board’s reluctance to generally 
making all sorts of appraisals during the wintertime, but I cannot see any 
reason why the board should tie its own hands and its own administrative 
machinery if there are certain cases where a loan can be reasonably made 
even with snow on the ground. 


Mr. BENIDICKSON: Is this a question or another statement? 


Mr. ARGUE: I am going to ask the witness his opinion on this. I think 

it is important and I do not think that suggestion is much of a contribution. 
By Mr. Argue: | 

@. Does Mr. Chester not agree that there are some instances when an 
appraisal could quite well be made in the wintertime with adequate protection 
to the board? Could you not. make a lot of them on this Regina land where an 
application is made for a small amount of money on a given parcel of land. . 
The land is uniform; there are no stones; you do not have to worry about 
that; you just know there are none. The land there is level.—A. All I can say 
is this: the considered opinion of the board has been for quite a number of 
years, and of all the officials of the board, that it is not good policy, nor good 
business, nor using ordinary good judgment, to authorize appraisals under the 
conditions which you have suggested that they should be done. 

Q. And for what reason?—A. I think that I have given you the reason 
many times, Mr. Argue. 

Q. Well, I suggested the board is in error in that. regard. We have heard 
a lot of complaints about the length of time it takes to get a loan processed. 
I believe you made the statement this morning that you are going to attempt 
to speed up the process?—A. We are always attempting to do that. 

Q. Usually then without too much success because we have had evidence 
that it takes a long long time. 


Mr. RICHARDSON: Not necessarily at all. 
Mr. ARGUE: It takes months. 
Mr. RICHARDSON: It is good business judgment. 


Mr. ARGUE: I am surprised to hear some members infer that Dr. Hope 
did not know what he was talking about because he many times said that 
the length of time taken was too long, and I think Mr. Chester has almost 
said that. 


Mr. JOHNSON (Kindersley): They take a lot longer than the small loan 
companies do. | | 


By Mr. Argue: 


Q. Mr. Chester, you have given us evidence on this and have said that 
you are always endeavouring to speed up the business. Would you tell me in 
what way you think you will be able to speed up the process this coming 
year?—-A. We have already done it in respect of Ontario and Saskatchewan, 
by increasing the number of employees who handle the work. 
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Q. I am very pleased to hear that; that is good information. Is there 
anything else that you have done to speed up the process of making applica- 
tions?—-A. Instructions ,have gone out to our branch managers that there 
shall be no unnecessary delays and that they will be responsible to the head 
office for undue delay. ; 


By Mr. Hollingworth: 


Q. Does the board have its own coletere7 AA. Only in Ontario and 
Quebec; all others are handled by agents. 


The CHAIRMAN: Would you like to get some business, Mr. Hollingworth? 


By Mr. Monteith: 

Q. Mr. Chairman, could I ask a question or two on this reserve business. 
-.On page 8 of the report there is a: deduction from surplus or adjustment of 
prior years’ income tax provisions of $16,143. I wonder if Mr. Chester could 
tell me just how that arose and ways that oO is there?—A. What 
report is that? 

Q. At page 8 of the report. I suppose it is ; just an accounting procedure 
and adjustment of the prior years’ taxes caused by insufficient having been 
set up?—A. I think that I had better have our chief accountant answer that 
question. I am informed that it is as a result of a battle which we had 
with the income tax department which we lost. 

Q. Did it have anything to do with losses written off?—-A. No. It was 
just in respect to income tax. In other words, we did not think that we 
should have to pay so much and they thought that we should have to pay 
it and we had to pay it. 

Q. Then, turning to page 7, I notice your net earnings before provision 
for income tax were $162,951; then you do provide for income tax of $73,341; 
then coming to net earnings, carried to statement of surplus of $89, 610. 
That is, there are no losses included in the expenditure there whatsoever?— 
A. No losses on loans you mean? 

Q. Yes.—A. That is right. 

Q. I notice on page 8 again that you have added back that $89,000 net 
earnings after taxes in 1955, then you have deducted it to amounts which are 
carried to reserves. Did you write off any losses in 1955?—A. Yes, but 
very small. 

Q. But they would be charged?—-A. Charged to reserve for losses. 

Q. Well, the point I am trying to get at is, in arriving at your income tax 
provision are losses allowed; are the actual losses written off?—-A. There is 
a new provision in the Income Tax Act that does allow them. Prior to last 
year they were not allowed. 

@. Losses were not allowed for tax purposes?—A. I think that our Ghiet 
accountant had better answer that. 

Mr. R. McIntosu (Chief Accountant, Canadian Farm Loan Board): Mr 


Chairman, as far as I could make out from the income tax department it is 


not worth while. The losses were not sufficient to take into account because 
the next year you have to add them back in along with your gains. We were 
just as far ahead not to take in those losses. : 


Mr. MONTEITH: We were given the figures this morning that in Alberta 
there were losses of $232,000. | 

Mr. McINtTosH: Yes. The income tax provision, as far as corporations are 
concerned, just came in effect in 1952. Crown corporations were not subject 
to income tax before 1952. 

Mr. MONTEITH: Since then you are actually being allowed losses? 
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_ Mr. McIntosH: There is a special provision in the act, under section G of 
the Income Tax Act, where you can set up certain reserves. 7 
Mr. MonteitH: Do you contemplate any increased reserves in the future 

being deductible for income tax purposes? 

Mr. McINTOosH: It will be this year. vie 

Mr. MontTeEITH: If this reserve is deductible, it must be an admissible 
reserve in the view of the Department of National Revenue before it can be 
deductible so that the Department of National Revenue will take the figures 
supplied by you, following out of this Bill 84, in the future as the amount 
deductible for tax purposes? 

Mr. McIntosu: I think under the first year of operation under the new 
section of the Income Tax Act, that you are allowed 3 per cent of your assets: 
to set up as reserve for ifcante tax .purposes only. 

Mr. Monte!ItTH: Is your board in the same position as a crown corporation? 

Mr. McINtTosH: Yes. They are allowed to set up 3 per cent the i year 
and then after that it is adjustable. 


By Mr. Charlton: 
Q. Mr. Chester, I recall quite vividly in the early part of the questioning 
when I asked the question if you used the assessed value in any way of farms 
in your appraisal, that you definitely stated no. Now, I understand that you 


_._do use it in Saskatchewan as you said this Momiae eR I should qualify that 


first statement. It is only a guide. We only use it as a guide. Values have no 
relation to it except that it gives us a picture along with many other pictures 
which we receive. 

Q. That being so, the suggestion which I made to you that the local 
appraisers would b® much more valuable to you than an outside appraiser 
going in to the district would be a good suggestion. You say that in Sas- 
katchewan you will not make an’appraisal in the wintertime and still you 
have that soil map. Obviously, buildings are not covered up with snow in 
the wintertime and you could inspect the buildings. That seemed to be the 
reason why you would not make appraisals in the wintertime, because Sas- 
katchewan buildings were not included in that appraisal. Is that not true? 
—A. That is only one of several reasons. We do not think it is sound loaning 
practice. 

Q. We will let that go at that then. Do you not believe that the local 


appraiser is more valuable to you than the outside appraiser going in?—A. No, 


for the simple reason that our full-time permanent employees have a certain 
area which they know from experience. They have appraised a great num- 
ber of farms. Some of our men have been with us over 20 years and average 
over 100 farms a year, which is 2,000 farms in that area. I do not think there 
is any local person who can tell that appraiser very much that he does not 
already know about any particular farm or about the area in which he is 
appraising. 

Q@. How large an area would an appraiser have?—A. Are you referring to 
Ontario now? 

Q. Yes.—A. It is very difficult to answer the question as to how large an 
area it is. 

Q@. How many appraisers have you working in Ontario?—A. Five full- 
time men. 

Q. And those five appraisers are supposed to cover the whole province?— 
A. They do not cover the whole province; I should say they do cover the 
whole province but they do not do all the work in the province. There are 
part-time appraisers who are local men who do appraisals in their local districts. 
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Q. How many part-time appraisers do you have working in Ontario?— 
A. In Ontario I would say seven or eight. I would have to get the exact figure 
for you. I would say offhand about eight; there ment be a few more or a few 
less. 

Q. And you suggest that five fulltime appraisers can make the appraisals 
necessary in the province of Ontario with the assistance of eight part-time 
appraisers and that they would know the local poe. of that area?— 
A. Yes, they do. 

Q. You have used three terms here, Mr. Chester, in the 38-3 per cent which 
you told us were loans which were withdrawn by the applicant. You used 
the term that they would be rejected by the board but still would be counted 
-as being withdrawn. If you classify those as rejected applications, then why 
can you not give us the numbers of those that were classified as rejected?— 
A. I do not suppose it would be impossible for us to do it. It just is not the 
way we keep our records. 

Q. You said that these 38-3 per cent were aailideawi by the applicants, in 
answering Mr. Argue’s questioning when he was pointing out that probably 
they were withdrawn because you had discouraged them, and I submit that 
probably for every one discouraged by the board there is probably one dis- 
couraged by himself. But, nevertheless, you did say those were classified 
as rejects by the board. . 

The CHAIRMAN: What he said was this, that all applications that were not 
proceeded with were classified as rejected but that in that classification he 
again broke them down as those rejected for certain reasons and other reasons 
and those voluntarily withdrawn. In other words, the whole category is 
categorized as rejected and then within that category of rejected or declined 
there is a further category of applications withdrawn. 

Mr. CHarutTon: I do not agree with you. 38-3 per @ent is the figure he 
gave us as withdrawn by the applicants. _ 

The CHarrMAN: Within the category of rejects. 

Mr. CHARLTON: Of all the refusals. _ 

The CuHarrmMan: All those not concluded with were characterized as rejects 
and 38-3 per cent of those were voluntarily withdrawn. He said they were 
characterized under rejects, so all those voluntarily withdrawn are characterized 
in that category of rejects and refusals and inside that they are broken down 
further. 

The WITNEss: 46-5 per cent were declined for insufficient security, 1-4. 
per cent were unable to produce the title and 38-3 per cent were withdrawn 
by the applicants. 

The CHAIRMAN: Yes. 


By Mr. Charlton: 


@. In answer to a question asked by Mr. Argue, when he was trying to 
point out that part of these you had shown as withdrawn by the applicant 
were in fact rejected by the board in a letter or in some other way, you termed 
them as rejects by the board. 


The CHAIRMAN: Under the larger category of rejects. 


By Mr. Charlton: 


@. That was not as I understood it. As I understood Mr. Chester, he said, 
when answering Mr. Argue, that they were all withdrawn by the applicant 
and Mr. Argue pointed out that they were withdrawn by the applicant because 
of something which the board had told them and that they were called rejects 
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by the board.—A. Of the total 100 per cent of rejects by the board, 38-3 per 
cent are included in that total and are those withdrawn by the applicant. 
Is that clear? 


By Mr. Monteith: 
Q. 38:3 per cent of the 376?—A. Yes. / 
Mr. CHARLTON: Which you call rejects? 
The CHAIRMAN: Voluntarily withdrawn. 
The WITNESS: 376 are rejected. Of those 376 38:3 per cent are withdrawn. 


™ 


By Mr. Charlton: 
Q. You used another word, declined. You are now saying, Mr. Chester, 
that in order to save the applicant the $10 fee that you do not discourage 
anybody. and that those whom you might discourage would not be included 


in your 38-3 per cent?—-A. We do discourage ‘some applications. 


Q. What I am trying to get at is this. All those which you consider as 
withdrawn by the applicant are not withdrawn entirely of their own volition. 


Something which the board has.done or said to them more or less occasioned 


a 
i 


the withdrawal by the applicant?—-A. All applications are withdrawn of their 
own free will and nothing else. They do not have to withdraw them. 
Q. Nobody suggested that they had to withdraw them.—A. What are you 


suggesting? , 
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The Cuarrman: I think what he is suggesting is this: out of those listed 


~. there as voluntarily withdrawn, there are some in that 38-3 per cent with- 


-) 
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drawn by reason of discouragement by the board. 
The WitNEss: I think, in answer to Mr. Argue, that I said yes to that 


__ statement. 


~ 


Mr. CHARLTON: In my notes I have it that you called them ‘rejected. 

The CHAIRMAN: In the larger category. 

Mr. CHARLTON: Within the 38:3 per cent. I have my notes here which 
I took when Mr. Argue was asking his questions. 

The CHaiRMAN: I understood when he was referring to voluntarily with- 
drawn by encouragement of the board that he was only referring to it as part 


- of that 38-3 per cent in the larger category of 100 per cent as rejected by 


the board. 
The WrtNnEss: There are 376 rejects for various reasons. Of the 376, 
21 were encouraged by us to withdraw. | 


By Mr. Charlton: 
Q. Then the 21 would be- included in the 38:3 per cent?—A. Yes. 
@. The 21 would be included. That is just the very point.—A. I have 
been saying yes to that question right along. 


By Mr. Fairey: : 
Q. I think that that 38-3 per cent works out at 143 total in the classifica- 
tion of withdrawn and that of those 143 Mr. Chester told us 31 were encouraged 
to withdraw, leaving 122 who withdrew voluntarily without encouragement. 


_ —A, It is certainly voluntarily on their part. 


The CHAIRMAN: Those figures are only for Ontario in one specific year. 
Mr. CHARLTON: 1955. 

The CHAIRMAN: Yes. They are not national figures. 

Mr. CHARLTON: I did not suggest they were. 
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By Mr. Charlton: 


@. Now, Mr. Chester, ordinarily a person who wants to apply for a loan 


will write in to the board for the application form?—A. Yes. 


@. Is there any place else that he can obtain application forms?—A. ts 
hardly think so. We supply information about our policies.to banks and — 


various other people who might be interested on behalf of a customer who 
requires a long-term loan. I do not think there are many application forms 
secured other than through our branch offices. 

@. You do not supply forms to banks or to any agricultural representative 
in Ontario to hand out?—-A. Some of them write in and as a result of that 
we supply them. If they want those application forms they will get them. 
There is no objection to having them in the hands of banks or agricultural 
representatives or people such as that. : 

@. In many cases in those letters applying for the application forms do 
you not get a considerable amount of information relative to the loan in that 
original letter?—-A. I would say that in the majority of cases we do not get 
any information, but rather a request for information from the applicant, and 
then, as a result of that, we give them the information they ask for and an 
application form. That is the usual procedure. In other words, people have 
heard that we make loans. They need a loan and are interested in getting 
one and they inquire from us for information concerning our board’s loaning 
operations which we send back to them. 

@. But, in turn, do they not give you the acreage of the farm?—-A. Not 
very often; sometimes, yes. 

@. In some cases where I have been asked to assist in trying to obtain a 
loan I have received copies of correspondence in which I noticed there were 
many cases where quite a full description of the. farming operations was given. 
As a matter of fact, they were not even sure that there was an application 
form which they had to fill out. They thought they could write in and give 
the information in a letter—A. Sometimes we get letters of that type, but I 
can assure you that it is not so in the majority of the cases. 


@. You said this morning, while being asked about the fact that these — 


loans could not be processed at the branch office, that there were many other 
places where the processing could be speeded up rather than this one of not 
sending the applications in to Ottawa. I would like to hear your comment 
on the other ways in which the ‘loans could be speeded up. 


The CHAIRMAN: He has already done that. That question was asked in 


almost the same words which you used and has been answered. 


The WITNESS: I told the committee that we have already employed more 
people in the board in Ontario and Saskatchewan branch offices for that purpose 
for this year. : 


By Mr. Charlton: 


Q@. Is that the only thing that is necessary to increase the speed at which 
loans can be processed? 

The CHAIRMAN: He also stated that he had sent instructions to the various 
branch offices advising them to speed up the loans in all possible ways. 


By Mr. Charlton: 


Q@. It was my understanding, Mr. Chester, at the first day’s sitting, that 
the slowing up of applications was not in the board but in many cases was a 
question of, land title searches, and a hold-up on the part of the lawyers who 
had to process the papers. Is that not correct?—-A. That is part of it, or it is 
part of what people say are the delays, but that is unavoidable in so far as 
the board is concerned. Once the loan gets in the hands of the solicitor he is 
acting as an agent of the borrower. 
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' By Mr. Fairey: 

Q. Does the board insist upon the registrar’s abstract of title, because that 
is where a considerable delay might occur?—-A. In what province? 

Q. In any province? 

Mr. W. A. REEVE (Secretary, Canadian Farm Loan Board). In Ontario 
we have a solicitor’s abstract of title. It is different in each province. 

Mr. FatrReyY: That might cause a delay? 

Mr. REEVE: It might, yes. - 

Mr. HoLLINGWorRTH: You have the Torrens title system? 


Mr. REEVE: Yes. There are searches necessary. 


By Mr. Richardson: 
Q. Would it expedite the processing of these loans, in which I am sure we 
are all interested, if there was appointed to the board at the various offices a 
full-time solicitor?—-A. I doubt it very much. 


Mr. REEvE: No. 
Mr. RICHARDSON: You do not think so? 


Mr. Reeve: No. In all our offices except in Ontario and in Quebec we use 
outside solicitors of long experience who are accustomed to handling our work. 


By Mr. Richardson: 
Q. In other words, you do have in those particular provinces, more or less 
a full-time lawyer upon whose services to call?—-A. Yes. He is not a salaried 
employee, he is an outside independent solicitor. 


By Mr. Hollingworth: 

Q. How much longer does it take to process these things in Ontario than 
in Saskatchewan or Alberta?—A. In Ontario practically all our loans are under 
the registry office system and it is not a fast system. Under the Torrens system 
in the other provinces it is a good deal faster in so far as the legal work is 
concerned. 

Q. Would it not.be better in Ontario to have a solicitor appointed to the 
board?—A. We have in Ontario. We have a solicitor in our branch office in 
Ontario who operates through agents. 


By Mr. Charlton: 

Q. Do I understand that you do have in effect a full-time lawyer in Ontario 
doing your work for you although not a full-time employee of the board?— 
A. He is a’full-time employee of the board. 

Q. And he processes or sees that all loans are processed?—A. Yes. 

Q. Would it be a fact that you might have a lawyer in each county who 
does your work for you?—-A. As an agent of his. 

Q. And there is no way that you could speed up the processing of these 
papers, that being the case?—-A. Well, as you suggested, we are considering 
it. It is certainly before us all the time and we feel that this is the quickest 
way we can do it. We do not know everything, however, and there may be 
other methods. 

- Q. Iam not suggesting that there is another method, but if you are paying 
these men a reasonable salary probably they could be persuaded to speed up 
a little—A. What men are you referring to? 

Q. The agents of the lawyer in charge.—A. We think we are Reyne them 
reasonable salaries. 

Q. You are paying the agents a fee? 
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The CHAIRMAN: All lawyers are busy today and they take things in turn, 
and they will not prefer it over and above their own clients. 

The WITNESS: Every fee is paid by our Poros, not by the board. The 
borrower pays the legal fees. 


By Mr. Charlton: 


@. Does he pay it direct or does he pay it through the board?—A. It is 
paid in various ways, either direct or out of the loan. In any event, it is paid 
by the borrower. 

Q. I suggest that the agent, knowing that this business is his anyway, 
might put it at the bottom of the file for a period and let it lay there for a 
few days. I think that might be discouraged.—A. It is. We keep track of the 
processing of the loans by the lawyers, and they are written to if there 
are any delays. 

@. Have you in any case changed the services of your agents in the various 
counties or districts if there have been unnecessary delays?—A. Not recently. 

@. Have you ever?—A. I have only been on the board a few years. I am 
informed that we have. 

The CHAIRMAN: There is a meeting at 3.30 this afternoon and we will 
assemble then and see if we might finish with Mr. Chester. 


AFTERNOON SESSION 


TUESDAY, April 24, 1956 
3750) 90,In! 


The CHAIRMAN: Gentlemen, we. will now proceed. Mr. Carrick, did yeu 
have some questions? 


Mr. Carrick: No, thank you. The aucetos which: :-T.-had?in Henge was 
asked previously and anewered: 


By Mr. Cameron (Nanaimo): 


@. I have one or two questions about the operations in British Columbia. 
I presume that quite a lot of your loans there, or a certain amount of them, 
must be made on quite small acreages devoted to fruit growing?—A. Yes, 
we have a small amount of loans there. 

@. Have you provision, such as the provincial taxation department has, 


for an acreage of 5 acres as the minimum size you will classify as agricultural - 


land?—A. No. 7? 

@. Or, perhaps, it is entirely based on.whether the owner derives most 
of his lane from agriculture?—-A. Yes. We have no instruction as to acreage. 
Getting below 5 acres is getting to be a pretty small farm, of course, and that 
is naturally considered. 


Q. The reason it came to my mind was because of the figure which you | 


gave this morning about the municipal assessment on a EN ae of property of 
$500.—A. Yes. 

Q. I do not know: what municipality it was. It must have been a very 
lenient municipality. I was wondering if that assessment was purely the land 
assessment?—A. Yes. 

Q. It did not include improvements?—A. No, just land. 


@. Even then it seems: very very low for ian that you would classify 


as-a farm.—A. On a municipal assessment if you have a low assessment you 
will have a high mill rate, and if a low mill rate you have a high assessment. 
It is only for the convenience. of the taxing bodies. 
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-Q. How many appraisers have you in British Columbia, Mr. Chester ?— 
A. We have one appraiser full time in British Columbia. Our branch manager 
there is a qualified appraiser and when necessary he appraises. We have used 


the Veterans’ Land Act appraisers in British Columbia in remote areas. 


PAY eS: 


ter ae — 


Q. From your point of view they would be mostly part-time appraisers?— 


Q. Would you use any other people as part-time appraisers apart from 
the Veterans’ Land Act people?—-A. Not at the present time. 

Q. You have none at the present time?—A. I will check that statement. 
I should qualify that by saying that we have in the Peace River block a seasonal 
appraiser who works both in British Columbia and in Alberta in the Peace 
River country. We also have a part-time appraiser in the old Grand Trunk line 
between Prince George and Prince Rupert. 

Q: Have you an appraiser in the Okanagan Valley?—-A. Not as such. 

Q. You would use a V.L.A. man?—A. No. We would use a man from 


' New Westminster. 


' Q. Is there any discrepancy in the length of time in appraising in British 
Columbia as between the other provinces?—A. No. The records will show 


in British Columbia that there is very good service. That is mainly because the 


season is longer there. We do not have a rush at the beginning of April or May 
because the season on the coast and in the Fraser Valley, for instance, is almost 
the year around and we have no accumulation of applications there. You can 
get to it in Vancouver Island most of the year and there is no accumulation 
there. There is, of course, a slow-down in the Okanagan and in the Cariboo, 
but it has never been serious. We have always been able to process them very 
promptly in British Columbia. 


Mr. CAMERON (Nanaimo): Thank you. 


By Mr. Fraser (Peterborough): 

Q@. How much of the $716,000 that was written off was in second mort- 
gages?—-A. I do not think we have those figures, but our second mortgages are 
guaranteed by the government and if they are written off they also have 
been repaid out of the profits of the board. 

Q. But you would still have a record of them?—-A. Yes, we have a record 


- of them, but we do not have it with us. 


Q. That is what I wanted to find out—how much was paid to you by the 
government?—A. Anything the government paid to us has been repaid by us to 
the government. ; 

Q. It has been paid back again?—A. Yes. 

Q. That is what I wanted to find out.—A. I could get that for you. I do not 
have it available. Do you wish it?—-A. Yes, for one purpose. 


By Mr. Quelch: 

Q. On page 11 of the report of the Canadian Farm Loan Board for 1955, 
I see: “Canadian Farm Loan Board particulars of accounts secured by agree- 
ments for sale as at March 31, 1955”. What are those agreements for sale; 
were they in existence at the time the agreement was made as between an 
owner of the land and the farmer, or does it mean instead of that that a 
mortgage concluded the agreement for sale?—-A. In most of these cases it 
covers securities which have come back into our hands and resold. 

Q. Did you every make a loan on an agreement for sale that exists?—A. 
No. All were loans made in the first instance by way of a mortgage, and we 
must have a first mortgage. ’ 
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By Mr. Hollingworth: 


Q. I was wondering about the role of lawyers in Ontario. It seems to me 
that some of the time taken up in processing the loans could be shortened if you 
had some lawyers working for the department, and I understand that you 
have two or three at the head office and that most of the work is given to 
their agents——A. No. We have a full-time lawyer in our Toronto office and he 
only uses agents for necessary disbursements. — . 

@. How offices have you in Ontario?—A. Just one, in Toronto, 


@. On this matter of the centralization of decisions, do you not think, : 


despite the fact that you said practically all the loans were approved in 
Ottawa, that it would be advisable for you to allow the loans to be made in 
the branch offices rather than sending them to Ottawa. It seems to me that 
it would take more than three or four days. For instance, you would 
probably have to have a board meeting.—A. No. It comes to me and I either 
approve or decline it. That is done in all cases when the loan is received at 
head office from our branch offices. There is no delay. 

@. Is there not a great deal of delay when your Toronto lawyer turns it 
over to agents in Ontario?—A. I do not think that would be a big factor. 

@. The reason I bring this up is that. I know what lawyers are like and also 
I know that some work like this would go to the bottom of the pile. I know 
that the difficulties under the Registry Act take some time, but it seems to me, 
personally, that you could institute some system whereby a few solicitors 
working directly with the department, other than as agents of the solicitor with 
the department, could get the work done more expeditiously? A. We welcome 
the suggestion. We have a report at head office every two weeks on the pro- 
cessing of loans after they have left our solicitor’s hands. We have the picture 
before us every two weeks, and if a lawyer is slowing down for any reason at all 
he is checked by the head office, or the branch office, or both. -We keep pushing 
these. I do not know as much about lawyers as you do. But there are occasions 
when we do see a lawyer slowing down and we get on top of that layer and 


have .the loan pushed through as quickly as possible. There may be many 


reasons for these delays. 


By Mr. Crestohl: % 


Q. I do not think that Mr. Hollingworth’s kind reference to lawyers should 
go unnoted. I think that Mr. Chester would be willing to tell the committee, 
notwithstanding that, that there is nothing more which could be done to expedite 
the granting of mortgages than is being done now.—A. That takes in a pretty 
broad territory. I would say we are doing everything we can to expedite 
mortgage loans. | ae 

@. Would that include the referring of this to lawyers?——-A. Yes. We watch 
the whole process from start to finish very carefully. 

Mr. HOLLINGWorTH: I do not want it construed that I would say anything 
detrimental to lawyers; but there is only so much we can do in the country. 


By Mr. Michener: 
@. I wonder if Mr. Chester has computed the expense of operation of the 


board in terms of per cent of amount of loan? I have looked at it for the year | 


ending March 31, 1955, and it appears that the expense of doing business was 
about $609,000 and the amount of loan was about, $40 million, which would 
make the cost of doing the business what?—A. 1-39 per cent. 
Q@. Has that been the experience over the past number of years’?—A. It has 
varied, of course. 
Q. Within what limits?—A. I have here the complete records for 26 years. 
Do you want them? ; 
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Q. Just the upper and the lower limits.—A. The upper limit is the first year 


and it really is not an indicative year. There was a high cost of 4-4 per cent of 


investment, but we had no investment to amount to anything. If you go into 
the third year of our operation I think you would arrive at a figure which would 
be fairly stable, and that was 1-55 per cent in 1932. We have gone down as low 


-as +96 per cent in 1943. Since 1943 there has been a continual upward move- 


ment, until 1951 when it was 1-51 per cent. Since 1951 it has dropped to the 
present, and when I say the present I am referring to the fiscal year 1955, 1:39 
per cent. 


Mr. MICHENER: Thank you. 


By Mr. Fraser (Peterborough): 


; Q. In 1943 when you had -96, that was the lowest. Were the loans higher 
that year?—A. No. It was in a period when loans were being, paid off and we 


‘were not processing very many new loans. Farmers in that particular year did 


not require the amount of loans that we had been accustomed to. 

Q. What was the highest loan year during that period?—A. In the volume 
of loans? 

Q. Yes.—A. The question is what was the highest loan? 

@. Your highest loan year during the period you gave of 26 years.—A. Do 
you want the combined first and second mortgages, or just the first mortgages? 

Q. Just first mortgages.—A. In 1936-37 we disbursed $9,269,188. 


Q. What was the cost during those years?—A. In 1936-37 our cost was 1°53 
per cent. 


By Mr. Michener: 


@. In the lowest years, could you give us the volume of money paid 
out?—-A. The lowest year was 1934-35 when we disbursed $537,974. 

@. What was the percentage of cost that year?—A. 1:32 per cent. 

Q. It appears that the act does not permit the board just to loan money 
on the security of farms, and the purpose of the loan is a very important field. 
—A. Did you say we were not allowed? | 

Q. The act does not simply give the board authority to lend money on- 
the security of farms as another private lender might. The purpose of the 
loan has to be taken into account and the board is tied down to specific terms 


in section 7 of the act. My question is about subsection (iv) of section 7(b) 


which permits the board to loan money to discharge liabilities already accu- 
mulated. I want to ask whether the board considers the purposes for which 
those liabilities have been incurred in deciding whether it will loan money to 
discharge those liabilities?,—-A. We consider the purposes, but I do not think 
it influences us very much. Once a debt is incurred, it is a debt of that farmer 


and he has to pay it and wants to pay it by a long-term mortgage. It is 


perfectly within the rights of the board under the act to advance a loan for 


__ the purpose of repaying that debt. 


* Psd ~~. ~~ 


@. Even though the debt was incurred for something quite unrelated to 
his farming?—A. Yes. He might have bought an automobile or he might have 
gone to California for the winter. 

@. And it is legitimate to lend him money for that?—A. Yes, as payment 
of a debt. 

Q. But when it comes to borrowing money to pay for future purposes, 
then the board not only wants to know what the purposes are but it exercises 
some control to see that the money is applied to those purposes?—A. Yes. 

@. I do not know whether this has been dealt with before, Mr. Chairman, 
as I have not been here every day, but I would like to know how far the board 
goes in seeing to the application of the money it loans to pay personal debts, 
the debts which were not charged on the land. 


6 
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The CHAIRMAN: I think they pay them. 


By Mr. Michener: 


@. This is an expenditure of money which you have agreed to loan for 
future purposes of one kind or another, and how far do you go in seeing that 
the money you are loaning is applied for the purposes for which it was 
borrowed?—A. Our loan approval itemizes where this money is going to go. 
-{t is up to our lawyers, in disbursing the money, to see that it goes for that 
‘purpose. 


or does he have to pay for it and then send the bill to the board and have the 
money disbursed?—-A. No. It is done in various ways. An easy way for a 
farmer to take advantage of these special funds is for him to. BO to the bank © 
and say, “Here, I have this loan approval for so much money”, and we are — a 
perfectly willing to confirm it with the bank, and if he cares tio: borrow the 
money from the bank he can and we will pay the money to the bank. It 
depends on the loan; but in many cases we disburse the money direct to the 
farmer without any question. We have to have confidence in him that he is 
going to use it for that purpose and we are not fooled too often by that. If 
the farmer wants livestock he gets it and we provide the money for that 
purpose and 95 times out of 100 he uses it for that purpose. 


Q. Then I take it that if you supervise the expenditure of the money which 
you are loaning, it depends largely on the individual case, on the confidence 
which you have in the farmer, and the purposes for which he is going to use it? 
—A. That is right. I would agree with that to a great extent, and also there 
is another large field where money is disbursed for the construction of buildings — 
and we do that upon receipt from the borrower of the progress estimates. But . 
we do withhold a portion of the amount until the job is completed and has 
been inspected by: us. If it is a barn he is building, we probably would hold 
back $300 or something in that neighbourhood, depending, of course, on the 
amount and other factors# We would advance the money as he required it 
up to the point of that last hold back and then we would send out our appraiser 
who would inspect the building being constructed and see that everything is 
in order, then we would disburse the balance of the money. OF course, -we 
want to keep away from mechanic’s liens as well. 

Q. In your own opinion, do you think that this supervision of the dis- 
bursement of the money acts as a deterrent to farmers in seeking loans under 
this act?—-A. I doubt very much if it deters them at all from seeking a loan. ~ 
I can say that it would not for the simple reason that they would not know 
about it at the time they applied. I do not think it is a deterrent in, that x 
respect. We think it is good business to operate in that manner. : 


Q. You are required to do that under the act?—A. Pretty well, yes. 


Q. How does he do that?—A. If it is to pay a debt, for instance, the debt % 

is paid to the creditor and the mortgagor. : 
Q. The check is made to the creditor and not to the farmer?—A. I would — 

say to both. It would be a combined check to the mortgagor and to the Royal . 
Bank of Canada or any other creditor. . 
2; Q. Supposing the farmer wants to buy livestock; do you give him the check, : 
ic 
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Mr. RicHARDSON: May I ask Mr. Chester what media the board uses for ~ 
advertising that it has funds available for prospective borrowers? ; Me 


Rye! 


The CHAIRMAN: He did answer that once before. I am sure he can give i" 
the answer to you again very quickly. & 
The WITNESS: We use the national farm journals. There are about 12 of 


them which we use for 5 months out of the 7 months’ season. 
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By Mr. Bryson: 


Q. Mr. Chairman, might I ask Mr, Chester one more avestion. When 
Dr. Hope was before the committee he was very critical of the period of 25 
years for the repayment of the larger loans. When it was decided to increase 
the maximum loan from $12,000 to $15,000, did you give any consideration to 
a longer period of time for repayment?—-A. Of course, the term of payment 
is in this bill. It is government policy. Now, what use can I say. 


By Mr. Argue: 
Q. Say what you think. Do you think it should be longer?—A. I have 
said what I think. 
Mr. Carrick: I do not think that this witness should be required to agree 
or disagree with government policy. 


~ Mr. ArcuEe: You mean that he should ‘be required to agree. 


Mr. Carrick: It puts civil servants in an impossible position before the 
committee. 


By Mr. Michener: 


Q. Is it your opinion, Mr. Chester, that the expansion of the volume of 
loans would enable you to reduce the percentage cost of doing business below 
what it is now at 1-39 per cent?—-A. Not immediately. If there was an im- 
mediate increase in the volume of business there would be an immediate 
increase in our administration costs for the simple reason that our board is 
operating today to full capacity with the amount of business which has been 
available. If that business increases very greatly, we would have to expand 
the number of our employees. Undoubtedly the costs would be higher. I 
do not think there is very much range between our costs in relation to our 
Investment as between a large volume year and a small volume year. It is 
indicated by the percentage figures which I gave you, that there is not a great 
variance. It went from, say, 1 per cent to 1-39 per cent. It is very doubtful 
to me, as a matter of fact, I would say that increased business would mean 
an increase in our administration costs. 


' By Mr. Macdonnell (Greenwood): 

Q. Do you really leave it there without any further comment? Do you: 
really say that if your mortgage interest increased, say 50 per cent, that your 
additional costs of doing business would catch up with it? Surely not.—A. 
I say that that would happen immediately. It is so hard to foresee what is 
going to happen. We might have a large year in 1956 and might drop down 
to a very: small year next year. Of course, the added investment will be added 
income, and the lower volume would result in reduced expense; therefore, 
your cost of operation in relation to volume would be less for 1957 under 
those conditions than in 1956; but I do say too that there is not much range 


between 2 per cent and 1-39 per cent, or 1 per cent, which are the actual 


experiences we have undergone in 25 years. 

Q. I will not pursue that, but I do not find it very convincing because 
after all a good deal of the overhead would be more or less fixed and would 
not grow automatically with the increased volume and your additional expense 
would be at the lower level. I do not wish to pursue that. However, I 
do wish to pursue one thing. There is a strong feeling, on the part of some 
of the members of this committee, who are closer to this business than am I, 
of disappointment that the business of the board has not been greater. Dr. 
Hope expressed it by using the phrase that you have stuck to the cream of 
the business. I do feel that there is one thing which has not yet been cleared 


up. 
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You gave us figures this morning as to the acceptances and rejections with 
respect to Ontario—they are practically the same incidentally. You gave us 
figures of the applications which had been voluntarily withdrawn, and then 
you qualified that to some extent by saying that people had been advised, in 
some cases, to withdraw, I think you must take it that most of. us feel that 
of the 38 per cent, which you described as voluntary withdrawal and then 
qualified to some extent—I think you must not be surprised if we feel those 
- were virtually rejections. : | 

Then, a new word appeared this morning. We had been talking about 
applications and there were references to inquiries. I understood you to 
say that there would be a certain number of applications to the board which 
would not have come as a formal application but nevertheless come in the 
form of an informal letter. I am anxious to know whether this figure of 
rejections in reality should be added to by an addition of these so-called 
inquiries which have not been put in the form of a formal application? 

I still feel, myself, very uncertain as to the real extent to which this 
institution is carrying out the purpose for which I think it was formed. I 
asked you when you were here last time: supposing you were told by those 
to whom you report that their aim was to greatly increase the amount of these 


loans and that they felt a great deal more should be done; supposing you 
were told that $38 million is not enough and that there ought to be a great . 


deal more, can you say to us just what you would do to increase it? I under- 


stood you to say this morning that you were taking some steps—this is getting 


beyond the line of a question. However, I do wish that you would answer 
these two points. First of all, let us know with the fullest detail that you 
can whether there is an addition to these rejects? Whether there is a substan- 
tial number of inquiries which would indicate that there would be a further 
use of the Canadian Farm Loan Board if the conditions were changed? It 
still seems to me, after all these years of operation, that its operation is small 


and I was greatly struck by the remark of Dr. Hope, for whom I have a great 


respect, that he thought you were taking the cream of the business. I am 
not suggesting that you should take a lot of bad loans, but the implication 
that you were taking the cream of the business.made me wonder whether you 
were sufficiently regarding this as a service institution —A. That is a pretty 


long question. I do not know where to start. However, I tried to jot down . 


the items. First of all, I think you made some reference to the fact that-some- 


body had said that this board took the cream of the business. I think that — 


my only answer to that can be this, that this board loans in every province 
of Canada and in every part of every province where there is any stable 
agricultural development, something which has never been undertaken by 
any private loaning institution before. It would seem to me, under those 
circumstances, that we are not taking the cream of the business. Is that a 
satisfactory answer? 


Q. No. That does not seem to me to answer the point. You could go 


into each district and still only take the cream of the business. That only 
says that you have been far-flung in your operations.—A. I do not know what 
the cream of the business is. I do know it is our opinion that we take many 
risks. Beyond that all I can say is that we do loan across Canada and within 
each province in many areas—in almost every area—and as a result of that 
I am sure we are not taking the cream of the risks. 


Mr. Carrick: Mr. Chairman, when Dr. Hope commented about that he 
said what he meant about the cream of the business was that the board did 


not lend enough money. He rejected the idea that the board was accepting 
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3 only blue chip mortgages in rejecting risky mortgages. So, I would think that 
S Mr. Macdonnell’s inquiry merely comes down to a question of whether or 
not the board is lending as much as it can. 


\ 


By Mr. Macdonnell (Greenwood): 

Q. Would it be possible for you to say in how many cases you have sus- 
tained a loss out of this total?—-A. We have lent over $100 million and lost 
over $716,000. I think that that would enter into the statement about us 

_ taking the cream of the business and also the inference that we were not 
losing enough money. 
a Q. Were not loaning it?—-A. No, were not losing it. 


By Mr. Argue: 
Q. Who inferred that?—A. It seems to me that we had been criticized in 
respect to the amount we had lost and that it was always regarded as being 
avery small amount of money. In other words, we should have lost more 
money. 

Q@. Not with the type of business you did. Have you ever loaned more 
than $20 an acre on a piece of land in the three prairie provinces?—A. We 
certainly have. 

Q@. You have?—A. Certainly. 

; @. Could you give me the highest amount you have ever loaned for 
- agricultural purposes based on the productivity of the land?—-A. Again, we 
would have to look it up. 

Q. I notice in the figures which you gave me on the Regina land that each 
loan was about $20 an acre on the average.—A. What I was really trying 
to do was answer some questions which Mr. Macdonnell had asked me. If 
I can get that disposed of, probably you could ask me the other .questions. 


By Mr. Crestohl: | 

Q. On the question asked by Mr. Macdonnell, he referred to the fact 
that-this was service that you were rendering. Do you not also regard it as 
handing trust funds, the money of the people of Canada?—-A. I do not think 
we could be in this business and not have regard for that. 

Q. Precisely. Then, would you tell the committee if you were lending 
your own money, assuming you were the president of a private lending 
institution, would you be more liberal in lending the money than you are 
in lending the money of the people of Canada?—-A. I doubt it very much; 
but I think we should bear this in mind too that until 1952 we had never 
been allowed to loan over 50 per cent on an appraised value or over $5,000. 
We have only been operating since 1952 on the higher 60 per cent margin 
and the $10,000. We are now in the process, if this bill goes through as it is, 
of increasing that again to 65 per cent and to $15,000. In other words, we 
have increased our percentage loan limits by 30 per cent in three or- four 
years. A loan does not show up as being a good or a bad loan for probably - 
four or five, or more, years. What will happen as a result of the higher 
loan limit provided by this bill is very difficult to forecast. but I do not think 
that there is a doubt in the world that as a result of that that the risk we are 
taking and the amount of loans will increase. I do not think that there 
is any question about it. It has been proven, since 1952, that our loaning 
has increased as a result of increasing those loan limits. This further increase 
in loan limits is undoubtedly going to increase our volume of business. 

Q. As custodians of the trust fund, so to speak, of the money of the 
people of Canada, you do exercise the greatest caution in making these loans, 
do you not?—A. As it is obvious to you, this is a matter of judgment. 
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Q. If your losses were greater you could be banaered as poor adminis-1% 


trators of the trust fund?—A. Yes. 
The CHAIRMAN: We seem to be getting off on two tangents. I think we 


should go on with the answers to Mr. Macdonnell’s question. That is, if © 


the witness is unconfused enough to carry on. Reet 


The WITNESS: You asked about the amount that we were loaning, and that Et 


it was not sufficient. Is that one of the suggestions you made? 


By Mr. Macdonnell. (Greenwood): 


Q. I would have liked to see it higher. Incidentally, with respect to 
Mr. Crestohl’s illustration of this being purely on all fours with a business 
operation loaning trust funds, while you have to operate in a sensible way, I 
do not accept that view. After all, a business goes out to make money. If 


by some magic we could just break even it would be ideal from my point — 


of view. . 


The CHAIRMAN: I do not think that anyone yet has hear able to prove © 


what was the intention when the act was passed. 


By Mr. Macdonnell (Greenwood): 


Q. I admit that I had difficulty in finding it out. I would ask Mr. Chester 
what he believes is his duty, because I think it is a very important factor. 


I think it is to expand this with all reasonable moderation.—A. I think that — 


is what we are doing. 


By Mr. Fraser (Peterborough): 


Q. Expand the agricultural activities of Canada.—A. Again that is what 
we are doing. 


By Mr. Quelch: 


Q. Might I ask a supplementary question regarding these inquiries. What 
is the reaction to the suggestion by the Canadian Federation of Agriculture 
that the application be signed at the time that the inspector visits the farm? 
We know that a lot of these application forms are long and that the questions 
are ambiguous and, as a result, that many mistakes are made in answering 
them which causes delay. Would it be possible to have two application forms, 
one in the nature of an inquiry or a very brief application form before an 
inspector comes to the farm to take the application and then have the long 
form signed at the time the inspector calls at the farm so that he can have the 
farmer fill it out. It would save a lot of correspondence and avoid a lot of 
_ mistakes. It would also encourage the farmer to fill out these forms instead 
of saying the hang with it and throwing it in the wastepaper basket. I have 


had a great deal of complaints about these forms by people saying that they 


wanted to know the whole pedigree of the family for years back.—A. Our 
forms are not that bad. We ask for what we think is necessary information. 
Q@. I think the inspector should point out that some of these questions do 
not mean what the farmer thinks they mean.—A. I think it would be im- 
possible to operate in that manner. You must realize that it costs us money 
to send an appraiser to the farm and that it costs the borrower money because 
he pays part of that cost in his fee. If you visualize an appraiser going to a 
farm and getting the fee and having the application signed, who is going to 
decide whether an appraisal should be made or not? If he is in doubt, he will 
make the appraisal. I think he would be accused in many cases, under those 


circumstances, of taking the $10 fee under false pretences because I think 
the way you would recommend it should be done that the appraiser would 
be inclined to go ahead with the appraisal which is his business, irrespective 


q 
4 


BANKING AND COMMERCE 199 


of what the application showed even if he might feel that there was not a 
possibility of a loan being allowed. Under those conditions, I think we have a 


_ further responsibility to our borrowers and applicants not to take that $10: 


fee from them irrespective of whether or not they are likely to get a loan. 


I rather think we would be in a very poor position with our applicants and 


‘would be subject to very severe criticism for having taken application fees 
under such conditions where the people concerned might interpret it as being 
done under false pretences. 

Q. You would not want to put the responsibility on the inspector for 
suggesting that you not go ahead?—A. No. 


By Mr. Carrick: 

Q. On that point, at page 9 of the brief of the Canadian Federation of 
Agriculture, it speaks of there being difficulty and certain complaints by the 
borrower of the complex application form. Would you say that that is an 
accurate statement?—A. I think it is usual for a farmer who wants a loan to 
consult somebody in that village or town, wherever he might be. It might be 
a bank manager or a lawyer; probably a lawyer more than anybody else, and 
the lawyer. would have no difficulty whatsoever in assisting an applicant to 
fill out one of our application forms. 


By Mr. Quelch: 

Q. He would have to pay the lawyer. Would it not be possible to have 
an application form which does not require the services of a lawyer in order 
to fill it out?—-A. As a matter of fact as we were walking up here—this is 
just an aside—it was remarked to me that if these people would finish with 
us we would get into the hands of the printers a new application form which 
is ready to go. That is no reflection upon the committee at all. However, 
we have a new application form ready to go to the printers and it will go 
within a very few days. It is an easier application form to fill out and is a 
better application form than we have used. Incidentally, the application form 
which we are using has been used for a number of years and will be changed 
almost immediately. 


By. Mr. Benidickson: — 

Q. Mr. Chairman, I think that Mr, Macdonnell said that he thought that 
the idea would be for this board, in its results, to break even in so far as. 
profit or loss is concerned. Am I right in thinking that in your last year of 
reporting that your surplus was in the nature of $160,000?—-A. That is before 
income tax. 

Q. I think in previous sessions you indicated that this surplus was arrived. 
at without taking into account the factor of substantial funds that have been 
provided the board upon which you are not obliged to pay any interest. I 
refer to your capital. How much is it?—A. $22 million. 

Q. $22 million upon which you pay no dividends or interest to the govern- 
ment?—A. That is right. 

Q. And we have had some criticism about the reserve fund which amounted 
to something beyond the $3 million?—A. That is right. 

Q. And those funds are available for re-lending at 5 per cent?—-A. That 
is correct. In total they represent approximately $275,000 income to the board. 
each year. 

Q. Those two funds?—A. That is right. 

Q. In other words, if you were obliged to pay interest on those two funds 
you would actually not be in a balanced position; you would be in a deficit 
position?—A: That is probably close to it. 
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@. When Dr. Hope was before us he claimed to have no expert knowledge 


of it, but he intimated that he thought that if you substantially increased — : 


the volume of your lending, that it was likely that your ratio of cost would 
go down proportionately to the increased lending. Have you any comment 
to make on that?—A. I think that is really what we were talking:about a few 
minute ago. The opinion of the board is that any substantial increase in 
business will in turn make an increase in the cost of the administration, 

@. We had an indication today that your staff was not adequate even at 
the present number. But you feel that your staff is fully employed and that 
if you had a greater amount of business you would have to increase the per- 
sonnel?—-A. There is no doubt in my mind about that. | 

-Q. With a substantial increase in the amount of lending how would it 
result in so far as costs are concerned?——A.. Well, the actual increase would 
be in the processing of the loans and the administration of the loans. It costs 
us well over $30 to make an appraisal on the average. 


Q. And your fee is $10?—A. We get $10 as a fee; ana when I say $30, 


it costs $30 for an appraisal; and if you add one thousand appraisals*to our 


present volume of business you have increased our costs. They will go up by 
approximately $30,000. 


Q. I think in your first day’s toluene you indicated that your staff, 
or the number of personnel employed at present is considerably less than the 
number employed 15 years ago and that your volume in business in 1955 was 
considerably greater than it was 15 years ago.A. That is true in the overall 
picture. However, the total has decreased in staff at head office, as a result of 
book keeping methods, machinery and machine operations and so on. The 
processing of loans as far as the branch offices are concerned is at its peak now. 
I am pretty sure I am correct in making that statement. It is the considered 
opinion of the officials of the board that we have as many employees processing 
loans today as we have had at any time in the past. 


Q. I think you indicated in your evidence that your cost in relation to 
fhe volume of lending was about 1:39 per cent.—A. That is correct. 


Q@. And of that 1:39 per cent what proportion is attributable to personnel 
and wages?—A. Well, 75 per cent of our administration costs are employee’s 
wages. 


By Mr. Macdonnell (Greenwood): 
Q@. May I ask a question. Am I correct in my understanding that your 


board has an income of $275,000 by reason of not having to pay interest to 


the government on the advances that it gets. But on the other hand that it 
pays $70,000 by way of income tax or thereabouts. Am I correct?—A. $275,000 
is not solely on the capital stock of the government; it includes our reserve 
fund. 

@. Am I correct in ade Ne@udine you do get from the federal govern- 
ment—$275,000 and that part of this income is really a gift from the federal 
government to you?—A. No, I did not say that. 


Q. Well, what did you say?—-A./I said this: our capital stock is presently 
approximately about $24 million. Our total reserve fund is approximately 


$34 million. The two added together make $54 millions, and that $54 million © 


is invested in mortgages given by the board on which we derive 5 per cent 
interest. Therefore we have $275,000 of income revenue from that $54 million 
that we have invested. 


Q. Part of this represents reserves built up by your earnings?—-A. That 
is right. 

Q. And you have got an advance from the consolidated revenue fund?— 
A. Not an advance; it was a purchase of stock, a sale of our stock. 
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Q. In any event whatever the technique was, the dominion government 
is getting no return on an advance made to you and on the other hand you are 


paying income tax. That seems to me an eee in Wonderland”? method of 


financing.—A. Let us put it this way! 

Q. That is like paying yourself income tax nut of your own money and 
I must say that so far as the income is from money advanced from the 
consolidated revenue fund, on which you are paying income tax, I think that 


is not realistic. 


By Mr. Argue: 
Q@. You are suggesting that there should not be any interest-free capital 
from the government? . 


By Mr. Macdonnell (Greenwood): 4 
Q. No. All I suggest is that it does not add up to sensible financing, that 


' they should get an advance from the government and then pay income tax 


on it. It seems to me to be utterly unreal.—A. Are you suggesting that we 
should not have any capital? 


By Mr. Michener: 
Q@. Is any return paid to the government on the amount of the subscribed 
capital?—-A. There has not been. 
Q@. Nothing in the way of interest or dividends | on it?—A. No. 
Mr. CRESTOHL: I think they are paying dividends on the money with 
which the government provided them and those dividends are payable in 
the form of income tax. 


By Mr. Richardson: 

@. I wonder if Mr. Chester would tell us what proportion of the 
remuneration which is paid to the appraisers is paid by way of fixed salary, 
and what proportion is paid by way of fees?—-A. All our permanent appraisers 
are full. time employees and are paid by way of fixed salary. All our part 


_ time appraisers are paid by way of fees per diem. 


F Q. What would be the proportion of the staff of appraisers who are full 
time, and what would be the proportion which is part time?—A. If I recollect 
correctly we have 20 full time appraisers, 2 seasonal appraisers, and 36 part 
time appraisers so we have 58 appraisers altogether, of whom 36 are part 


. time employees. 


Q. My second Been: is one that Mr. Chester may wish to leave to an 
omnibus answer after he gets all the other questions out of his system. In his 
memorandum of March 27th, he invited criticism and suggestions from members 
of this committee. Is it fair to ask him, through: you, Mr. Chairman, if he 
in turn has any specific proposals to pass on, and would it not make for 
better administration of his work? 

The CHAIRMAN: I think you are practically asking Mr. Chester to comment 
on government policy. 

Mr. RICHARDSON: No, it is a little different from that. 

Mr.-Arcue: It might be disastrous to that policy! 

The CHAIRMAN: The act and the. amendments are a manifestation of 
government policy, and if Mr. Chester has any recommendations to make 
which would vary the act or vary the policy, you are placing a civil servant 
in axrather impossible position of you ask him that question. 

Mr. RICHARDSON: I would never do that. And Mr. Chester could readily 
say that it was not convenient for him to answer, and if he should say that, 
it would satisfy me. I merely asked him that question because he asked us. 
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Surely a member of the committee has the right to ask a man who knows a 
lot more about this than I do—of course not so much more than Mr. Argue 
does—but more than I do! 


By Mr. Michener: 


Q. I think we should take exception to the chairman’s observation 
because this is really a committee of the legislature which makes the act 
under which Mr. Chester operates; and if he wants to make some suggestion 
to the legislature about improving that act, surely this is the proper place 
to make it. Therefore I would invite an answer to Mr. Richardson’s question. 
—A. In answer to that request, let me say that our board deals with parlia- 
ment and reports to parliament through our minister; therefore any recom- 
mendation I would make in regard to poilcy or the bill, or ie act meg is 6! 
you would get it through my minister, and not by me. 


By Mr. Quelch: 


@. Would we be justified in thane that some of those amendments were 
based upon recommendations made by your  board?—-A. You can estimate 
whatever you wish. 


The CHAIRMAN: Mr. Argue has some questions. 


By Mr. Argue: 

@. You have already told us a number of times that the cost of administra- 
tion is about 1-39 per cent. So your cost of money today is in the neighbour- | 
hood of 34 per cent—A. You are asking me that? 

Q. Yes.—A. Our present rate of interest is 32 per cent. 

Q. Is that the rate which you are now paying to the government?— 
A. That is right. 

Q. Is that the every day rate?—-A. No, that is not the every day rate, that 
is the present rate we pay on borrowings that we make as of today. | 

@. When was the last time that the rate was increased, this rate that you 
pay to the government?—A. 24 days ago. 

Q. You say 24 days ago; and at that time what was your iWerca Tae 
A. 3% per cent. 

Q@. On page 7 you list the interest charges on the initial capital of $175,000. 


Would you just explain what the interest charges are? We have been talking . i 


for a while about interest free capital. There is some on which you pay 
interest. What was that initial capital?7—-A. That was the $5 million to which 
you are referring, the initial capital advance when the board was originally 
set up, and it has never been recalled in any way—it is really an actual loan 
and it is being disposed of in this bill which is before you. The amendment 
will dispose of that $5 million. The rate we pay on it is 34 per cent but it 
will be disposed of now. Your bill provides for a financial reorganization. 

Q. And there will be no interest charged on that amount?--A. Yes, there 
will be interest, but it will be in the form of promissory notes to the govern- 
ment instead of capital advances. We will still owe $5 million but it will be 
in the form of promiss‘ ry notes. 

Q@. Will this reorg: nization result in any increase in the rate you are pay- 
ing on any of your miney?—A. No, it has no influence on the rate. The rate 
is set by order in council. 

Q. Could you tel} me the average rate you are now paying, or which you 
will be paying on the amount of capital that you are using? You have told 
me that the rates were changed. What is the cost of your money today for 
all the money you hz ve?—A. I do not think I have that here; but by referring 
to our statement yor will find that we have $5 million at 34 per cent and we 


re 
; 
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have $20 million on which we pay 3 per cent; and we have $7,800,000 on which 
we pay 3% per cent; and we have $1,900,000 on which we pay 31 per cent. Just 
average these out and it comes to somewhere between 3 Sed rene and 34 per 
cent. 

Q. What is the lowest rate that the board has ever charged on first 
mortgages?—A. 44 per cent. 

@. And that 43 per cent was increased to 5 per cent?—-A. In 1952. 

Q. There is a feeling in places, and Dr. Hope expressed the opinion, that 
5 per cent is too high and that it should be reduced. Certainly I have not heard 
anyone say that 5 per cent was too low. We are all aware that there has been 
a general increase in the cost of money and in the cost of your money, and 
that it had gone up 24 days ago. But the thing which bothers me is this; you 


- made a statement that probably this bill on balance will add to the administra- 


iN 


tive costs of the board. You said that.—A. No, I do not think I said that. 

Q. Yes, you said it. I am not endeavouring to put words into your mouth. 
But I think you said that an increase in the amount of money that would be 
lending on any one mortgage would probably increase the risk involved in 
making mortgages generally.—A. I do not think I said that. 


@. You do not think there’ is anything in this bill which would increase 


“your costs? I thought you said that an increase in the amount of money you 


would be making as a result of this bill would increase the risk of the loans 


; generally?—-A. No. That has to do with something entirely different from this 
bill. 


Q. That was my impression of what you said and I am quite pleased to 
- get a clarification to the effect that nothing was being done in this bill which 


- would increase any amount of money. or increase any percentage that may 


: 


X 


be made by way of loan, and that neither one will increase the risk of loans 
that are made.—A. You did not say that; you asked if it would increase our 
_ expenses. 


COTE at ee aeot the risks, you said the losses gona: be greater: and 


when you suffer a bad loan, that is a cost to the board, is it not? When you 


. write off a bad loan, is it not a cost to the board?—A. I ‘do not call it a cost of 
_ the board. 


7. 


Mr. CRESTOHL: It is a capital loss. 


By Mr. Argue: 

Q. All right, we will agree that if there is a deficit caused by the risk 
of the loan to some extent, or that it may increase the amount of the loan, that 
it won’t affect the position of the board, but I cannot see it myself. It seems 
to me that if you are going to have a lot more losses it will increase the cost 


of doing business. If it does not, then I am glad to hear it; but there is an 


increase in the interest rate being charged and therefore there is an increase in 
the cost, and there is an increase in the cost of salaries, and just as in every 
industry it must affect this board. Do you feel that it is likely that you can 
borrow at a 5 per cent interest rate in the foreseeable future, within the next 
one or two years without any very substantial losses, in other words, will 


- you be able to hold to your 5 per cent interest?—-A. All I can say is that we 


_have our 5 per cent interest rate for the next six months from March 31st, 
_ because that is the period in which our rate of borrowings from the government 


extends. We are given a rate for six months, but what will happen six 
months from now is just as much your guess, which is probably better than 
mine, but I do not know. : 
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Q. With the new rates which began 24 days ago, and with several changes © 
in salaries, it may be with the increased number of personnel and so on, do 
you think that the board can work within this 5 per cent margin in the next 
year?—-A. You are talking of this year when you say “the next year”? 

@. In the current fiscal year, yes——A. I would anticipate that there is no 
great likelihood of a decrease in the interest rates which we have to pay. 
We took a look at our present interest rates and our present costs this year, 
and we think that they are going to be considerably higher than they were in 
1955. You must realize that our wages have gone up and a lot of other expenses 
have been added, and we are going to have more difficulty in maintaining the 
) per cent rate from now on than we had in the past year. I might also say 
that for the first time in history, the United States Federal Land Banks are 
paying a higher interest rate for their borrowed funds than we are through our 
government here. | ; 

@. For fear that a wrong impression, may have been created, let me say 
that I think that the operation you have been able to carry on at a cost of 1:39 
per cent is a commendable operation, and I certainly cannot criticize the rate 
_ of expenditure at 1:39 per cent for the board, and I certainly appreciate your 
position when you say with all these things that you have mentioned you are 
likely to increase and not in fact to decrease, and that it will be difficult to 
maintain your operations, and to work within 5 per cent. I cannot speak for 
other members of the committee but it would seem to me that there is a general 
agreement in this committee, without mentioning everybody, that 5 per cent 
is as high as the rate should be in any discussion as to future rates, and I would 
like to see it reduced; but I do hope that the board will be able to maintain 
the present rate and may not have to increase the present rate.—A. I thing I 
can make this comment on my own, although it is subject to a lot of unfore- 
seeable things; but I do think there is a very little likelihood of our interest 
rate for 1956 being altered, either upwards or downwards. That is my personal 
opinion; and as I say, there are many other factors which might change it, so 
I cannot guarantee it in any way. But that is what it looks like at present. 
However, three weeks from now it might be entirely different. 


By Mr. Quelch: 


@. You figure that an increase from 3} per cent to 32 per cent in the cost 
of funds would not in itself be sufficient to force you to raise your interest rate? 
—A. We had an interest rate of 3% per cent a little over a year ago, and it was 
since reduced. In order to maintain our rate of 5 per cent under the 32 per cent 
rate, we had to charge our borrowers one-fifth of one per cent as a processing 
fee. But since our rate dropped below 32 per cent it was not necessary to 
retain that processing fee. So we dropped it, and it is not in effect now. But 
if the rate goes up to 3? per cent, it is quite likely that we will have to do 
something to increase our revenue because of the increase in the cost of money. 


By Mr. Philpott: 


Q. I want to ask a couple of questions on another line. When Dr. Hope 
was here he said that the private lending institutions which had formerly 
occupied a great deal of the field which you now occupy—I think he said that 
they were almost all withdrawn from that field? Is that in accordance with 
your observations?—-A. I would say that the private mortgage companies have 
withdrawn from the field to a considerable extent. They have not completely 
withdrawn, and this varies as to areas. I think I am correct in saying that they 
have withdrawn in Saskatchewan, but they have not completely withdrawn in 
Alberta, Manitoba, British Columbia; or Ontario. Are you referring strictly 
to private mortgage companies? 


\ 
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'Q. Private lending institutions—A. Their investment in 1938 in farms 
in Canada was $188 million. In 1952 it had been reduced to $35 million. 


Q. So that then you would not say that there was any great rush of 
these companies which formerly occupied the field to get the cream of this 
lending business about which we have heard?—A. I do not know about the 
cream. I really do not know what they are doing. I know they are lending 
money in certain restricted areas within provinces as they always have done, 
and I know that their investments have been reduced by that much. 


; Q. Am I right, that in.a good.many parts of Canada it is true that your 
board is the only board available to give farm loans of this character?— 
A. I think you would say that Saskatchewan might be the only province. 
There is a possibility that Prince Edward Island might be another. 


By Mr. Benidickson: 
Q. And northern Ontario?—A. That is not a province. 


By Mr. Philpott: 

@. I am talking about general areas of the country and not specifically 
provinces. What I am trying to get at is that there are many parts of Can- 
ada where your board is in fact the only available institution on this type 
of farm loan?—-A. There is no doubt in the world about that. 


Q. And would you say, by and large, that the institution compares favour- 
ably or unfavourably with its competitors in the lending field? Are your 
procedures any more complicated than their procedures for the person who 
gets the loan?—A. I would say that there would be very little difference. 


@. And as to the time involved in getting the loans, would you say that 
your procedures.compare favourably with the procedures of your compe- 
titors in that field?—-A. With respect to those with any comparable volume 
of business I would say yes. 


: By Mr. Argue: 
Q. But there is no other with a comparable volume of business?—-A.We 
are not the only government-sponsored lending agency. 


By Mr. Benidickson: 

Q. This is the point I was going to pursue, Mr. Chairman. Has Mr. 
Chester any information for this committee as to the total volume of farm 
mortgages existing at the present time? We have had evidence that your 
current mortgages amount to about $38 million. What percentage is that 
of the funds available to farmers on the whole for mortgages across Canada? 
—A. I do not think that there is any authoritative information which tells 
you the total farm mortgage debt in Canada. I have an estimate made here, 
but I do not know whether or not we should talk about estimates. Estimates 
may be accurate or they may not be. The source is the chief economist of 
‘the Department of Agriculture. He estimated that the total farm mortgage 
debt in 1950 was $383 million. That is 6 years ago, and I am sure that the 
farm mortgage debt has been on the increase from that time. I have seen 
estimates made by responsible people that it has been increasing at the rate 
of about 10 per cent per year. On that basis the present farm mortgage debt 
might be $500 million to $550 million. 


By Mr. Charlton: 


@. -That.was in.°1950?-—A: That last figure would be as of now; it is 
strictly an estimate. The figure of $333 million was as of 1950. 
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Q. I am suggesting that between 1950 and 1952 there was a lot of that 
paid off. 
By Mr. Michener: ! 

@. Have you any figures as to the number of farmers who are mort- 
gaged? Is there any way of arriving at these figures? You have loans out- 
standing to 20,000 borrowers, which covers the whole of Canada, does it not? 
—A. Yes. ; 

Q. I do not know how much of that would be on the prairies but there 
are about 300,000 farmers on the prairies alone and I think that there might 
be some figures to show how many farmers were encumbered in the last 
census?—-A. The census does not ask that question and they do not report on it. 


By Mr. Argue: . 

@. Mr. Chester said that the mortgage companies were not Jending money 
in Saskatchewan.—A. As far as I know. 

Q. Well, I do know that as recently as 3 or 4 years ago the Huron and Erie 
was making a number of loans. Their policy was that the mortgage loans on 
the farmland berrestricted to certain areas within the province of Saskatchewan. 
Do you know whether the Huron and Erie since that time has stopped that 
-practice?—A. I do not know. I am certainly glad to hear that there is somebody 
besides ourselves lending money in Saskatchewan. 

Q. I do not know that they are, but I do know that a few years ago they 
were. I think the area was restricted to not too many, but they were making | 
some. There was another lending institution which has made a great many 
loans to farmers with land as security and I take it that it probably also made 
' mortgage loans; and that is the credit unions. There are some very large credit 
unions which have very substantial assets. I know many many farmers have 
borrowed money from credit unions and have brought their title to the farm to 
the credit union as security. Whether or not an actual mortgage was processed 
in individual cases, I do not know. Mr. Bryson, who has had more experience 
with credit unions that way, says that there have been. 


The CHAIRMAN: Is that fairly short-term credit or is it long- term credit? 


‘The WITNESS: It would be short term in the sense of relating it to the 
practice of the Canadian Farm Loan Board. I would not think that ere would 
be anything over 5 years. , 


The WitnEss: As I understand credit unions, the loans which they make 
are mainly short term. I think that you might lodge the title of your farm as 
security against a personal loan, but I do not think that you will find its 
mortgage lending. 


Mr. Bryson: Yes, they do, and in quite large amounts.  « 
The WITNESS: That is news to me. 

Mr. QUELCH: It would be a higher rate of interest. 

Mr. ARGUE: Probably 6 per cent. 


By Mr Carrick: . 
@. Is there one province in the west which does not allow for a mortgagor 
to enforce a personal convenant in the mortgage?—-A. Yes, Saskatchewan. 
The CHAIRMAN: In Alberta I believe you have to elect. 


By Mr. Carrick: 

Q: I was going to ask him if he know about that and what effect that would 
have on the willingness to lend?—-A. I do not think a personal convenant would 
interfere too much with loaning. Our experience is that we never try to rely 
on a personal convenant. 
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By Mr. Argue: 


| Q. That is good.—A. I do not think that the personal convenant would 
- influence us. 


By Mr. Carrick: 


" Q. Have you had any experience with the rate of interest charged by 
 eredit unions?—-A. Well, I have because right at the moment I am dealing with 
_ an application for a loan, one of the purposes of which is to repay a debt in- 
_ curred to a credit union, and the rate of interest charged there is 8 per cent. 


Q. Eight per cent?—-A. That is right. 


By Mr. Crestohl: 


Q@. Does this question which our friend put to you mean that the loan 
which is made to the farm, and not to the person with the farm, is guaranteed, 
or is it made to the owner of the farm with the farm hypothecated with the 
loan as a guarantee? I am talking about a loan in the province of Quebec?— 
A. I do not know too much about that. We have people in our employ who do. 
We take a personal convenant on the mortgage and the mortgage is a regis- 
terable instrument against the het That, I think, is the explanation. 

Q. Yes. 


~ By Mr. Richardson: 


@. Mr. Chairman, in view of the $275,000 referred to earlier, does 
Mr. Chester feel that perhaps the words in the second paragraph where he 
speaks of the Canadian Farm Loan Board as being self-supporting, are a 
little bit inaccurate?—-A. No, I do not think so. We are self-sustaining, not 
self-supporting; it is the same thing I suppose. We are the same as any other 
corporation which has $2} million capital stock invested in it and the decision 
is that we shall not pay a dividend. I think there has been one instance of 
_. that, and that was in the case of the big iron magnate who died recently. 
I think that his policy was that he should not pay out dividends. That has 
been the praetice of the board. 


So ee. en oe eee as 


nS a 


By Mr. Follwell: 


Q@. Did you follow Sir ane Dunn or did he te you’?—-A. I do not 
want to follow him too quickly. 


By Mr. Pallett: 


Q. This amount of $275,000 floating asia intrigues me. Is not the 
- fact of the matter that you have capital from the government in the amount 
of $2,040,000 on which nothing is paid, but the reserve fund is your own 
money which you have built up from your own earnings and therefore you 
do not owe interest to anybody on that? 


The CHAIRMAN: It is undistributed property. 


By Mr. Pallett: 


Q. Yes. All you are receiving free is the rate of interest, 3-38 per cent, 
on $2 million which is roughly $70,000, and that is the amount you paid in 
income tax last year?—-A. Yes. Or you might put it this way, that we 
; are getting revenue on $23 million at 5 per cent, which is $125,000. 
Q. But you borrow the money at 33 if you were paying interest on it?— 
A. That is right. 
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By Mr. Benidickson: 


@. Mr. Chairman, I referred to the reserve fund simply because it has 


been criticized as being unduly large. I simply pointed out that if it did not 


exist, the board would have a profit position quite less than it has, because it 


is loaning to new borrowers from the reserve fund. 


Mr. MICHENER: Mr. Chairman, I think we ought to thank Mr. Chester for 
his patience. 


The CHAIRMAN: This is the last time Mr. Chester will be here unless the 
committee specifically requests his attendance again, because we shall move 
on to the bill shortly and if there are any questions I would be glad if members 
would ask them now; otherwise I shall assume that Mr. Chester has given. 
all the information you require. 


Mr. FatrREY: Mr. Chairman, I would like to suggest that if.it ts’ inj order 
we cles a vote of thanks to Mr. Chester. 


By Mr. Benidickson: 


@. Before he leaves I would like Mr. Chester to explain to us, if he has: 


not done so already, the present opportunities of a borrower to prepay on 
a mortgage.—A. We will accept prepayment on our mortgagés without bonuses. 
or charges after two years. I do not think we deviate from that practice, but 
I must say I do not think we get many prepayments within the first two years. 
The mortgagor can repay us in full without any cost to himself after two 
' years. On many occasions a mortgagor, as a result of favourable conditions, 
has surplus money and if he wants to reduce his debt to the board we accept 
those prepayments. The usual procedure is that we credit them to the 
principal of the mortgage thus reducing the amount of the mortgage out- 
standing and also the number of years for which he has to pay instalments. 
There are other situations which occur from time to time in which the board 
has the authority to apply moneys and re-amortize accounts, and I am 
referring now to difficulties in which a borrower might get Ainisel? after he 
has been a borrower for a little while. _We do readjust our accounts: as 
a matter of fact there was a time when we readjusted a great number of our 
second mortgage loans and spread them over the whole term of the first mort- 
gage in order to help the borrower repay his indebtedness to us as easily as: 
possible. 

I think there was a suggestion made that by right a borrower who prepaid 
should be able to say that that prepayment is to go towards a certain thing, 
namely his next instalment or something of that kind. We have the authority. 
It is just a matter of policy whether we do it or not, and we look sat it from 


the board’s point of view as well as from the borrower’s point of view when - 


we, consider these matters. Does that answer your question? 

@. Partly. It has been suggested that we should encourage payments 
beyond those called for in the covenants in times of prosperity. Assume that 
a man had paid more than he was required to do under the terms of the 
contract and then, during a bad year, he was unable to pay what was called 
for. Would his prepayment be taken into consideration by your board?— 
A. Certainly it would. We would do one of two things. We would “carry” 
the man in arrears without pressing him at all for that payment until his 
next instalment fell due, or we would consider very carefully any request 
that we should re-amortize the balance, and probably agree with. his wishes. 
Sometimes we go to this extent: that where we have had a loan for a period 
of years and it has been reduced but, for various reasons, the borrower, who is 
a good risk, gets into arrears with his taxes as well as with his instalments, 
we have paid his taxes for him and added the sum ‘to our loan account and 


} 
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amortized that as well as arrears and instalments. That, of course, has only 
been done in particular cases. We would have to examine each case and 
decide what would be the proper action to take. 

Q. The effect of prepayment, that is, payment beyond what is called for 
in the contract, is that a man relieves himself of an interest liability of five 
per cent on the amount that he has paid earlier than called for in the contract? 
—A. That is correct. He has also reduced the number of instalments which 
he has to pay. 


By Mr. Argue: 


Q. Do you see anything different in the practice you have outlined now 
and the suggestion that Dr. Hope has: made? Is there much difference between 
the two?—-A. As I see it—and this is from an administrative point of view—I 
prefer the present method and I think the farmer or borrower would also 
prefer the present method. The borrower now has many options which we 
could agree to and that I think is far better than restricting him to one method. 
Included in those options is the one which Dr. Hope has in mind so I would 
think—and again I am speaking from an administrative point of view—that 
it would be to the borrower’s advantage to operate as we are doing now in 
preference to restricting the application of prepayments to one method. 

@. What proportion of your loans are refinanced at some time or another 
to extend the period beyond the period in the original mortgage?—-A. That 
of course depends upon the economic conditions at the time. In the thirties 
and the forties a lot of that was being done. But in recent years, the last ten 
or fifteen years—they have been exceedingly prosperous years that the farmers 
of Canada have enjoyed, there has been no necessity for that. 

The CHAIRMAN: Gentlemen, I am assuming that there are no further 
questions. I am sure we would all wish to thank Mr. Chester for his help, 
and for his having given us information in this matter. It will be valuable 
in explaining the clauses of the bill, as it is presented to the committee. 

I had hoped that we might get on with the bill today, but the hour is now 
late. I should like to have an expression of opinion from the committee as 
to whether we should go on with the bill now. 

Some hon. MEMBERS: Yes. 

Some hon. MempBers: No. y 

Mr. ARGUE: We have had a long day, with two sittings. 

Mr. HOLLINGWoRTH: Tomorrow is a short day. Probably we will be 
meeting at 10.00 o’clock until 11.00, and from 3.30 to 5.30. 

The CHAIRMAN: I think the next meeting will be on Thursday. 

The WITNESS: May I express my thanks to the committee. I have received 
a great amount of information, and I am sure what I have heard will be very 
helpful in transacting’ the affairs of the board. I believe this is the first 
occasion upon which the board has been before a committee of the House of 
Commons—other than, of course, at the inception of the Act. I do appreciate 
the expression of the different points of view; and I. am sure that as a result 
of what has been said, and as a result of the amendments before the com- 
mittee, the farmers of Canada will really benefit therefrom. 

Mr. ARGUE: I move that we adjourn. ‘ 

The CHAIRMAN: There is a motion for adjournment. We will reconvene 
on Thursday at 11.00 o’clock and at 3.30. 
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REPORT TO THE HOUSE 


FRIDAY, April 27, 1956. 


The Standing Committee on Banking and Commerce begs leave to present 
the following as its 


FouRTH REPORT 


- Your Committee has considered Bill 84, An Act to amend the Canadian 
Farm Loan Act, and has oe to report ie said bill with one amendment, 
namely: 


Clause 6, sub-clause (2) 
: Page 2, line 35, delete the word “twenty-five” and substitute therefor 
oe thirty’. 
A copy of the Minutes of Proceedings and Evidence of the Committee 
relating to the said bill is appended hereto. 
Respectfully submitted. 


PHILIPPE VALOIS, 
Vice-Chairman. 


(Note: The Third Report of the Committee dealt with a Private Bill in 
respect of which verbatim evidence was not recorded.) 
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MINUTES OF PROCEEDINGS 
| THuRSDAY, April 26, 1956. 


The Standing Committee on Banking and Commerce met at 11.00 o’clock © 
a.m. this day. The Vice-chairman, Mr. Philippe Valois, presided. 


Members present: Messrs. Argue, Ashbourne, Benedickson, Blackmore, 
Bryson, Cameron (Nanaimo), Carrick, Charlton, Deslieres, Fairey, Fleming, 
Follwell, Fraser (Peterborough), Fraser (St. John’s East), Hanna, Henderson, 
Hollingworth, Huffman, Johnson (Kindersley), Macdonnell (Greenwood), 
Michener, Philpott, Power (Quebec South), Quelch, Richardson, Valois, Viau, 
Weaver and White (Waterloo South). 


In attendance: Messrs. F. L. Chester, Commissioner; E. O. Bertrand, 
Member; W. A. Reeve, Secretary; and R. McIntosh, Chief Accountant; all of 
the Canadian Farm Loan Board. 


Mr. Valois thanked the Committee for the honour which they had paid 
him in electing him their Vice-chairman. 


The Committee proceeded to clause by clause consideration of Bill 84, 


- An Act to amend the Canadian Farm Loan Act. 


In response to questions, Mr. Chester explained some of the clauses of 
the Act. 


Clauses 1 to 5 were severally adopted. 


On clause 6, subclause (1): 
.Mr. Johnson (Kindersley) moved, seconded by Mr. Bryson, 
That clause 6, subclause (1), be amended by deleting the word “sixty-five” 


‘in line 19 on page 2 and substituting therefor the word “eighty’’. 


Whereupon Mr. Macdonnell (Greenwood) moved, seconded by Mr. Fraser 
(Peterborough), 

That the amendment be amended by deleting the word “eight”? and sub- 
stituting therefor the word ‘“seventy-five’’. 

The proposed sub-amendment was negatived on the following recorded 
division: | 

Yeas: Messrs. Argue, Blackmore, Bryson, Cameron (Nanaimo), Charlton, 
Fraser (Peterborough), Johnson (Kindersley), Macdonnell (Greenwood), 
Michener, and Quelch—10. 


Nays: Messrs. Ashbourne, Benidickson, Carrick, Fairey, Follwell, Fraser 
(St. John’s East), Hanna, Henderson, Hollingworth, Philpott, Richardson, Viau, 
Weaver and White (Waterloo South)—14. 


The proposed amendment was negatived on the following recorded division: 

Yeas: Messrs. Argue, Blackmore, Bryson, Cameron (Nanaimo), Chariton, ' 
Fraser (Peterborough), Johnson (Kindersley), Macdonnell (Greenwood), 
Michener and Quelch—10. 


Nays: Messrs. Ashbourne, Benidickson, Carrick, Deslieres, Fairey, Follwell, 
Fraser (St. John’s East), Hanna, Henderson, Hollingworth, Huffman, Philpott, 
Power (Quebec South), Richardson, Viau, Weaver and White (Waterloo 
South)—17. 
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Mr. Macdonnell (Greenwood) then moved, seconded by Mr. Charlton, 


That clause 6, subclause (1), be amended by deleting the word ‘‘fifteen” 
in line 30 on page 2 and substituting therefor “twenty”, 


The proposed amendment was negatived: Yeas, 11; Nays, 16. 

Subclause (1) of clause 6 was adopted. 

On clause 6, subclause (2): 

Mr. Macdonnell (Greenwood) moved, seconded by Mr. Charlton, 
That subclause (2) of clause 6 be amended by deleting the word “twenty- 
five” in line 35 of page 2 and substituting therefor the word “thirty’’. 

“Whereupon Mr. Bryson moved, seconded by Mr. Cameron (Nanaimo), 

That the amendment be amended by deleting the word “thirty” and 
substituting the word “forty” therefor. 


The proposed sub-amendment was negatived on the following recorded 
division: 


Yeas: Messrs. Argue, Blackmore, Bryson, Cameron (Nanaimo), Johnson 
(Kindersley) and Quelch—6. — 


Nays: Messrs. Ashbourne, Benidickson, Charlton, Deslieres, Fairey, 


Fleming, Follwell, Fraser (Peterborough), Fraser (St. John’s Fast), Gour 


(Russell), Henderson; Hollingworth, Huffman, Macdonnell (Greenwood), 
Michener, Philpott, Power (Quebec South), Richardson, Viau, Weaver and 
White (Waterloo South)—21. 


The proposed amendment was adopted unanimously on the following re- 
corded vote. w 


Yeas: Messrs. Argue, Ashbourne, Benidickson, Blackmore, ‘Bryson, Came- 
ron (Nanaimo), Charlton, Deslieres, Fairey, Fleming Follwell, Fraser (Peter- 
borough), Fraser (St. John’s East), Hanna, Henderson, Hollingworth, Huffman, 
Johnson (Kindersley), Macdonnell (Greenwood), Michener, Philpott, Quelch, 
Richardson, Viau, Weaver and White (Waterloo South)—26. > 


Nays: —0. | 

Subclause (2) of clause 6 was adopted as amended. 

Clause 6, as amended, was adopted. 

Subclause (1) of clause 7 was adopted. 

It was agreed that subclause (2) of clause 7 stand’ until later this day. 


Clauses 8 to 11 inclusive were severally adopted. 


At 12.45 o’clock p.m., the Committee adjourned until 3.30 o’clock p.m. 
this day. 


AFTERNOON SITTING 


‘ 
At 3.30 o’clock p.m., the Committee resumed its clause by clause consid- 
eration of Bill 84, the Vice-chairman, Mr. Philippe Valois, presiding. 


Members present: Messrs. Argue, Ashbourne, Benidickson, Deslieres, 
Fairey, Fleming Follwell, Fraser (Peterborough), Henderson, Johnson (Kin- 
dersley), Macdonnell (Greenwood), Michener, Philpott, Power (Quebec South), 
Quelch, Richardson, Valois, Viau, Weaver and White (Waterloo South). : 
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| In attendance: The same as at the morning sitting. 

The Committee reverted to subclause (2) of clause 7, and adopted it. 
Clause 7 was adopted. ~ 

The preamble was adopted. 


On the title: 

Mr. Argue moved, seconded by Mr. Johnson (Kindersley), 

That the Committee recommend to the House that the government give 
consideration to the advisability of paying to the Board, from time to time, 
out of the Consolidated Revenue Fund, sums equal to the administrative costs 
of the Board. 

The motion was negatived on the following recorded division: 

Yeas: Messrs. Argue, Johnson (Kindersley) and Quelch—3. 

Nays: Messrs. Ashbourne, Benidickson, Deslieres, Fairey, Follwell, Fraser 
(Peterborough), Henderson, Macdonnell (Greenwood), Michener, Philpott, 


Power (Quebec South), Richardson, Viau, Weaver and White (Waterloo 
South)—15. 


The title was adopted. 
The bill was adopted as amended. 
Ordered,—That the Chairman report Bill 84 to the House as amended. 


Mr. Chester gave the Committee answers to certain questions which had 


previously been asked of him; one answer, concerning inspectors of the 


Canadian Farm Loan Board, was ordered to be printed as an appendix to 


this day’s proceedings of the Committee. 


At 3.55 o’clock p.m., the Committee adjourned to the call of the Chair. 


Eric H. Jones, 
Clerk of the Committee. 


BVIDENCE 


’ THuRSDAY, April 26, 1956, 
11.00 a.m. 


The VICE-CHAIRMAN: Well, gentlemen, I think we have a quorum. Let us 
proceed. We will begin with clause one. 
On clause 1—Repeal. 


Mr. MACDONNELL (Greenwood) 7 May we make one or two general observa- 
tions at this stage? If so I would like to move, when it comes to the proper 
point, that the 25 year period be extended to 30 years. 


The VicE-CHAIRMAN: I do not think the hon. member is in order. We are 
going to cover this bill clause by clause. If the hon. member has any amend- 
ments which he proposes to make to any particular clause, there will be time 
for that. | } 


An Hon. Mremper: I did not hear. 


Mr. MAcDONNELL (Greenwood): Apparently I was out of order. I was 
seeking to make one or two general observations, and the only one I succeeded 
in making was that I was proposing to move, at the proper point, the extension 
of the 25 year period to 30 years. But the chairman told me we must take it 
clause by clause. 


Mr. BENIDICKSON: When we come to that, I would second the motion. 


Mr. MAcCDONNELL (Greenwood): But there is no clause here dealing with 
that— | 


Several Hon. MEMBERS: Yes. Page 2, clause 6, line 35. 
Mr. HoLLInGwortuH: Let us take it clause by clause, Mr. Chairman. 
Clause agreed to. 


The VICE-CHAIRMAN: Shall clause 2 repeal, carry? 
Clause agreed to. 


On clause three—Board is agent of Her Majesty. 
Mr. MACDONNELL (Greenwood): On clause 3; may we have a word of 


. explanation of the reason for which subsection (5) of section 3 of the act as it 


stood was repealed? 


Mr. F. L. Chester, Commissioner, Canadian Farm Loan Board, called. 


* The WitNESs: This is the standard section which is now used in all acts 
affecting crown corporations. 


Clause agreed to. 


The VicE-CHAIRMAN: Shall clause 4—Relettering, carry? 
Clause agreed to. 


On clause 5. 
The VICE-CHAIRMAN: Shall subclause (1) carry? 
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By Mr. Macdonnell (Greenwood): 


@. I want to ask a question with regard to clause 5. This, apparently, isa 
rearranging of the capitalization to some extent?—A. That is right. 

@. With regard to clause 5, could we have an explanation as to just how 
this change will alter the balance sheet? At the present the balance sheet shows 
liabilities, capital, bonds issued and so on; then, when you come to capital, it 
shows the advances under the Canadian Farm Loan Act and then it shows 
capital stock under the act, $2,240,301. My understanding is that it is this 
section which will be altered by the new arrangement as to capital.—_A. The 
present capital is $2,240,301 and it will now be $3 million; it wil! be a set figure 
which will not vary. It will be a set capital and the shares will be $100 shares, 
from now on, in place of $1 shares as previously. AS ‘ 

@. And the balance sheet will be adjusted accordingly.—A. As soon as 
the bill passes through parliament, if it does so in its present form, the re- 
sult will be that the Minister of Finance will purchase from the board capital 
stock to the amount of $3 million. We will retire the $2,240,301 worth of 
stock. In other words, the board will have an additional sum invested in it 
by the government for capital purposes of $759,699. | 


By Mr. Fraser (Peterborough): 


@. When that capital is increased, you come to the proposed section 6 
(2) which states: ‘The total principal amount outstanding of loans made by 
the Minister to the Baard shall not at any time exceed twenty times the par 
value of the outstanding capital stock of the Board.” Does that mean it may 
not exceed $60 million?—A. That is correct. Our borrowings from the Min- 
ister of Finance under this new bill will be limited to $60 million. That 
means, in effect, that when we approach that volume of outstanding: principal 
we shall have to go to parliament for an amendment to our act in order to 
enable us to increase either our capital or our borrowing ratio. Presumably 
it will be for an increase in our capital, and our ratio would apply to the 
increased amount of capital, so that the increased amount of allowable borrow- 
ing would be 20 times whatever the capital was set at at that time. 

@. Supposing you reached that $60 million point—and there is every 
possibility this might be the case on account of the increased cost of farm 
equipment, and everything else—is $60 million enough? Supposing you 
reach the $60 million dollar point, you would be confronted with a delay of 
perhaps 2 or 3 months before you could make any more loans?—A. I think 
that in practice the board would anticipate the need for additional borrow- 
ing powers considerably ahead of time in order to take good care of that 
eventuality. - 


By Mr. Quelch: 


Q. In what way’?—A. By requesting through our minister that parlia- 
ment amend our act to provide us with an additional amount of capital. 

@. In the meantime you would be held up until you could get an amend- 
ment through?—A. I believe we would anticipate that by at least a year. 


By Mr. Fraser (Peterborough): 


@. You have bonds outstanding. Could you borrow on them?—A. No, 
this bill eliminates the use of bonds entirely. 

Q. Why is it doing that?—-A. They have never been used; we have 
never borrowed on bonds, except from the Minister of Finance. The pur- 
pose of bonds was originally that we might borrow from the public. The 
board has never in fact borrowed from the public but always from the Min- 
ister of Finance. In 1952 the act was amended to bring in a simpler form 
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of borrowing from the Minister of Finance by way of promissory notes, which 
is what we have been doing since then. We do not use bonds at all now, 
and we do not anticipate that we shall ever use bonds, or sell them to the 
public. 

@. Have you the power to borrow from the public at all now?—A. At 
the present time we have power to borrow from the public through bonds 
which are guaranteed by the government. 

Q. Will you retain that power if this bill is passed?—-A. No, that will 
be eliminated entirely. 

Q@. As soon as this is passed?—-A. All our borrowing from now on, ac- 
cording to this bill, will be by way of simple Be RtSeOry, notes from the Min- 
ister of Finance. 

Q@. That comes out of boneeudataa revenue? cA. That is correct. 

Q. Why was it that your right to borrow from the public was abandoned ?— 
A. It has never been used and there is no intention of using it in the for- 
seeable future. This really represents a simplification of our financial struc- 
ture and this was one of the matters which it was decided should be simpli- 
fied. Borrowing now is done by way of 15-year promissory notes in the 
amount of $100,000 lots from the Minister of Finance. 


By Mr. Quelch: 

Q. At the present time the farm debt is increasing, and I understand the 
present amount of indebtedness under this act is $40 million. What do you 
anticipate the increase will be if things continue as they are? —A. It is dif- 
ficult to be accurate on this, but we do not anticipate any need to go to parlia- 
ment, on the basis of recent experience, within three years, But we think 
it would not go over three years. 

@. Then you might need an increase in the amount of capital?—-A. We 
would assume it would be done in that way, by an increase in capital. 


By Mr. Fraser (Peterborough): 

@. In your balance sheets here I see “first mortgage loans—addition.”’ This 
is extremely small, but. how do you carry it on?—A. That is being taken care 
of later on in the bill. Perhaps we could deal with it when we come to the 
particular.clause. 


By Mr. Richardson: 

@. I see that according to the balance sheet there are about $20 million 
worth of outstanding bonds. What would happen to them?—A. They are dis- 
charged and in their place promissory notes are given. 

Q. Is there a reference to that in the bill?—-A. Yes, it is in the bill. I 
think you will find it on page 3 of the bill. 


Subclause (1) of clause 5 agreed to. 


The VICE-CHAIRMAN: Shall subclauses 2 and 3 carry? 
Agreed. 


On clause 6 subclause (1)—R.S. c.309, s. 6. 

Mr. JOHNSON (Kindersley): With subclause (1) we arrive at a subject 
which has taken up a large part of the discussion of this committee with 
regard to the proposals which have been made in connection with farm loans. 
It seems to be generally agreed that the work of the board has been handi- 
capped because of the relatively low appraisals that have been made and 
the fact that they are limited to 65 per cent of the actual value of the land. 
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_ The fact that this is the case has limited the loans to certain areas where the 
cost of land is high, and that point was certainly recognized by the Canadian 
Federation of Agriculture in their brief on the whole subject of farm credit. 
In that regard, Mr. Chairman, I move: That the word “sixty five” in line 
19 on page 2 of the bill \be deleted and the word “eighty” be substituted 
therefor. This amendment would bring us into very close accord with what 
the Canadian Federation of Agriculture has sought in its recommendation. 
I think that as a committee we expressed our indebtedness to the Canadian 
Federation of Agriculture for the study they had made of this matter, and I 
believe it is only right we should give some consideration to the opinions 
which they expressed by adopting this amendment. 


Mr. QUELCH: If it had been the practice to appraise farms at anywhere 
near their real value, I would think the 65 per cent might have been sufficient, 
but we know that in the past the appraisals have been low. There is no 
reason to believe that the appraisals will change very much in the future: 
and in those circumstances I think the recommendation of the Canadian 
Federation of Agriculture, that the appraisals should be on the basis of 
80 per cent instead of 65 per cent, is a very reasonable one and I will support 
the amendment. 


The VICE-CHAIRMAN: Like all chairmen I am, of course, to a certain extent, 
in the hands of the committee, but I would like to ask a question at this point, 
and it is this: do you not think that this change from 65 per cent to 80 per cent, 
as being the limit to which loans may be made in relation to the appraisal 
value, may mean that, if we are not actually spending money, we are 
assuming bigger money risks; and, if that is so, do you think that it is within 


the power of this committee to make such an amendment? I would like vOu 


hear your comments about this aspect. 


Mr. JOHNSON (Kindersley): I have given that point some .consideration, 
Mr. Chairman, and I believe that the percentage of the appraised value on 
which a loan is,made does not determine the expenditure of the Canadian 
Farm Loan Board. It might mean that a loan, if it were made on the basis 
of 80 per cent of the appraised value,’ would be larger but it would not 
necessarily follow that the sum total of the loans would be larger. It would 
simply mean that the loans will be more effective in so.far as we are appeasing 
the demand, and on this account I do not think it is an infringement of 
the rule which governs us in this regard. | 


Mr. MAcDONNELL (Greenwood): On our part, Mr. Chairman, we are 


sympathetic to the idea of the increase, but we feel the amount of the valuation 
should be considered on its own merits, and that we should not go to extreme 


figures merely because we fear the valuations are going to be too low. It. 


seems to me that valuations are one thing and percentages are another. I would 
have thought that a recommendation of something less than 80 per cent say, 
75 per cent, would be sufficient at this time, and I would like to move an 
amendment, that the 65 per cent be changed to 75 per cent. . 


Mr. Arcue: I do not think, Mr. Chairman, that that is a valid amendment 
since you have already before you an amendment making the figure 80 per cent. 


Mr. MACDONNELL (Greenwood): This would be an amendment to the 
amendment. 


Mr, QUELCH: Mr. Chairman, Mr. Macdonnell suggested that you should 


separate the two on a percentage basis. Actually, you cannot separate those 


two, because if you have in mind the fact that the general practice is to make | 


a very low appraisal of only about 80 per cent of the real value of the land, 
and then make a loan up to 65 per cent of the value, then it is 65 per cent 
’ of 80, or, in the case of the amendment to make it 75 per cent, it would 
still only be 60 per cent of the actual value of the place. f 
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Mr. CHARLTON: I never suggested that. 


Mr. QUELCH: He suggested reducing it from 80 to 75 per vant which | 
reduces the amount of the loan. 


Mr. CHARLTON: Actually the federation did not ask for a straight 80 per 


cent. I think probably they would be quite satisfied if the percentage was 


raised from 65 to 75, generally speaking. They have asked for an increase on 
the lower loans to 80 per cent; on the higher loans they were satisfied that 
the percentage be left at 60, as presented on page 8 of their brief. So, we 
are trying to get in between the two in the general increase from 65 to 75 
per cent, which I think would be acceptable if the appraisals were a little 
more in line with the actual value of the farms. 


Mr. JOHNSON (Kindersley): That motion by Mr. Macdonnell is quite 


.* acceptable to me and I also appreciate the view which Mr. Charlton has just 


made clear that the federation did suggest a gradation, but asked that the 
loan be $20,000 rather than $15,000. I would support that. The 80 per cent, 
would, I think, compensate for the very conservative policy of appraisals 
which they have been following. 


Mr. CARRICK: The minister apparently looked into this matter and decided 
that it would be wise to recommend that the board be authorized to lend to 
65 per cent of the appraised value instead of 60 per cent at the present time. 

I do not recall any evidence in this committee which would justify 
making it 80 per cent of the appraised value. On the contrary, we know the 
standard practice of companies lending on residential and other industrial 
properties is to lend up to 60 per cent only. This amendment puts it 5 per cent 
above the standard practice. 


Mr. CHARLTON: I think it should be obvious to anybody, because the 


government has brought forward this increase from 60 per cent to ’65 per 


cent, that they see the need. In view of all the evidence given to us here, it 
is very evident that the farmers are not being given enough of a loan in 
relation to the increased value of farms today. What we are saying is that 
the government has suggested an increase to 65 per cent, and we do not feel 
that it is enough in view of the evidence given here. We think that 75 per 
cent would be quite reasonable. I do not think that farm loans can be compared 
to industrial loans in any way. It would be unfair. to suggest that they could 
be. This is supposed to be a service organization to farmers and I think that 
Wwe are quite reasonable in asking for 75° per cent. 

Mr. CarRicK: As suggested, our aim is to increase the total amount 
loaned. I do not think it sound to do that by decreasing the security of the 
loans. That is what Mr. Charlton is asking. 

Mr. CHARLTON: No. The farm values have increased more than 10 per cent. 

Mr. CaArricK: But surely if you lend to 75 per cent of the .appraised 
value instead of only to 65 per cent of the appraised value you will decrease 
the security on which the loan is based. 

Mr. WEAVER: The act here says here “actual value’? not appraised value. 


Mr. CAMERON (Nanaimo): We were never able to get a definition of 
actual value. 

Mr. ARGUE: I do not think the statement by Mr. Carrick, that the amount 
of money that is now being made available on loans generally has not been 
criticized, is correct. 

Mr. CARRICK: I did not say that. 

Mr. ARGUE: You were suggesting that the appraised value and the current 
rate have not been criticized. I do not think that is correct. Every witness. 
before this committee and every member of parliament who spoke in the 
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house on the government side made this statement; he criticized the appraised 
value, or the percentage of appraised value, and said that farmers were 


unable on a given piece of land to get a sufficiently large mortgage. They were 
saying that either there should be an increase in the appraised value, or in the 
percentage of appraised value, or in deciding what the loan should be that. 
the board should be more generous in its attitude, and that steps should be ~ 
taken to increase the amount of money that a farmer could obtain. I think 


that the suggestion that has been made is eminently fair. I do not think that 
there is a great correlation, if any, between the amount of money that is 
loaned, whether it be 65 or 80 per cent, and the amounts of losses which 
may be experienced on given loans. There are so many other factors that there 
is no reason to believe that just because you give a loan at 80 per cent of an 
appraised value you may have more losses at 65 per cent. A larger loan can be 


made without any substantial increase in the risk which the Canadian Farm 


Loan Board may be taking. The appraised values have been so conservative 
that I think the motion which has been suggested should receive support. 
from members of this committee, and I think it has, up to this moment, 
received general approval. 


Mr. HENDERSON: It is impressed upon me, and I am sure upon Mr. Chester, 


that this committee has brought to his attention that the appraisals of these 
farms, subject to the farm loan mortgage, are generally speaking going up. I 
think we accomplished some good results. I am very pleased to see this increase 
from 60 to 65 per cent, but I do not think that the committee should be led 
astray by putting it on the same basis as the appraised city property or new 


property by loaning companies. We all know that if we got it up too high 


there might be some more effort on the part of an appraiser to take into con- 
sideration the depreciation on some of the farm buildings. It is altogether a 
different situation to the situation with regard to a new house where we do 


take depreciation in some cases to 75 per cent-and 90 per cent. In farm build- 


ings if they took depreciation into account as in city or "industrial buildings, the 
appraisal would be much lower. 


Mr. MAcDONNELL (Greenwood): Mr. Chairman, I would like to point out. 


two things. It is quite true that not so many years ago loans were usually 
made only on a 50 per cent ratio; then they were raised to 60 per cent. I would 


remind you that under the housing act it has been raised very considerably 


above that. You will say: “Oh, well, there is a government guarantee there”, 
but with respect to that it might be said that this is a government measure and 


it is, so to speak, like the government guaranteeing itself here. Therefore, I. 
would think there is an argument for going beyond the 65 per cent. I was: 


pleased to hear one or two voices across the room expressing approval of 75 
per cent. It is pretty hard to prove what is the right figure. My own thought is, 


especially having regard to the statement made by Mr. Charlton as to the -. 
attitude of the Canadian Federation of Agriculture, that 75 per cent might be 


a useful compromise. 
Mr. Cameron (Nanaimo): Mr. Chairman, I was under the impression that 


everyone in this committee had reached the conclusion that the operations of 
the Canadian Farm Loan Board have been too restricted. I do not think that. 


there is much doubt about that. We were all of that opinion, and felt that 
certain steps should be taken to provide more assistance to the agricultural 
economy. We have indisputable evidence that the operations of the Canadian 
Farm Loan Board have been restricted, since Mr. Chester told us that 45-6 


per cent of those applications classified as rejects had been rejected because of 


too low an appraised value. As was pointed out from time to time that is a 
misleading figure; actually something like 76 per cent of those actually rejected 


by the board are rejected because the applicant did not have sufficient security... 
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We also had quite plain and unmistakable evidence, in answer to questions 
asked by Mr. Argue, of the fantastic descrepancies between actual values and 
appraised value for the purposes of a loan under the Canadian Farm Loan 


_ Board. The same thing is true in my own province where, in the Okanagan 
valley, no account is taken of the fruit trees in the appraised value by the 


Canadian Farm Loan Board for fruit-growing land. 
The WITNESS: That is not correct. 


Mr. CAMERON (Nanaimo): The information which I get from there is to 
that effect. . 


The WITNESS: It is not correct. 


Mr. CAMERON (Nanaimo): I would suggest that you make more inquiries 
as to what your people are actually doing there. 


The WITNESS: I know what they are doing. 


Mr. CAMERON (Nanaimo): The fact remains that we have had this evidence 
that appraisals are fantastically out of line with actual values. What the 
reason is for these fantastic discrepancies, I do not know. What is plain is 
that these appraised values and the loans to be granted on them are curtailing 
the operations of the board. There-is no effective way in which this com- 
mittee or the House of Commons can direct the Canadian Farm Loan Board 
to make appraisals on a more generous basis. What we can do is suggest by 
this amendment that they increase the percentage of appraised value upon 
which loans are to be granted. The minister looked at it equally so because 
it is raised by 5 per cent; but I do not think that we need necessarily 
assume that the minister’s views are to be accepted holus-bolus. De do not 
always accept Mr. Carrick’s views on his infallibility. But I do believe that 


| perhaps the 75 per cent, rather than 80 per cent as proposed by Mr. Johnson, 


might be more in line with what the Canadian Federation of Agriculture was 
asking for. I am prepared to support either of them. I do suggest that 
we have had plenty of evidence here as to the necessity of widening the 
scope of these loans. 


Mr. Bryson: It is a little difficult for me to understand why Mr. Macdonnell 
should be so squeamish about the 80 per cent. Neither can I go along with 
Mr. Henderson in thinking that the increase from 60 to 65 per cent is going 
to make for a larger loan. I think that they have actually cut the amount 
of money that can be loaned, because on a first mortgage you could formerly 
borrow up to 60 per cent, and while they have raised that now to 65 per cent 


_ they have discontinued completely the second mortgage which amounted to 


| $2,000. If you take 5 per cent, which has been the increase on $12,000, the 


: 
4 


maximum on the first mortgage, that only amount to $600 and actually they 
are $1,400 short under this new act of what they could borrow under the 
former act. The amount of money has actually been cut instead of increased 
even though the limit is increased to 65 per cent. 

The VICE-CHAIRMAN: The question is on the sub-amendment to the 
amendment, moved by Mr. Macdonnell, seconded by Mr. Fraser, that the 
amendment should be amended by deleting the word ‘‘eighty’” and sub- 
stituting the word “seventy-five’’. 

All those in favour please signify. 

Yeas, 10; nays, 13. 

The VicE-CHAIRMAN: I declare the sub-amendment lost. 

Are you ready for the question on the amendment? 

Mr. JOHNSON (Kindersley): Could we have a recorded vote by names on 
that, Mr. Chairman? . 

The VIcE-CHAIRMAN: If the committee wishes it. 
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Mr. BLACKMORE: Yes, let us have the names. 

The VICE-CHAIRMAN: Will you say yes or no to the recorded vote. 
Yeas; 10: nays, 14. | | 

The VicE-CHAIRMAN: I declare the sub-amendment lost. Shall I put the 


question on the amendment: that the word “sixty-five” in line 19 on page 2 
of the bill be deleted and the word “eighty” be substituted therefor. 


Those in favour? 

Mr. ARGUE: That was the recorded vote. 

The VicE-CHAIRMAN: The recorded vote was on the sub-amendment. 

Some Hon. MEMBERS: No, no. 

The VICE-CHAIRMAN: The vote mee was taken was on the sub- amend- 
ment of Mr. Macdonnell. : 

Some Hon. MEMBERS: No, no. 

Mr. CAMERON (Nanaimo): You had put the amendment, Mr. Chairman, 
when Mr. Johnson asked for a recorded vote. 

I suggest that we ask the reporter to tell us. 


Mr. Hanna: I submit that that is out of order. I do not think that the 
reporter should be asked. ; 

Mr. MACDONNELL (Greenwood): We voted on my sub-amendment. 

Mr. CAMERON (Nanaimo): Then the vote was put on the amendment and 
the recorded vote was asked. 

Mr. FAIREY: It is the same thing. 

Mr. ARGUE: We have finished both, but if you wish another vote we will 
take it. 


The VICE-CHAIRMAN: The first time, I called the vote on the sub- 
amendment of Mr. Macdonnell, then afterwards there was a request to have 


the vote recorded and that is what we have had the vote on. Now I will put 


the question on the amendment: that the word “sixty-five” in line 19 on page 2 
of the bill be deleted and the word “eighty” be substituted thereior. 


Mr. JOHNSON (Kindersley): We are now at the stage where I asked for 


a recorded vote. | 
The VICE-CHAIRMAN: Will those in favour please raise their hands? 
Mr. ARGUE: Call the yeas and nays. 


The VICE-CHAIRMAN: I will read the amendment again: “that the word 
‘sixty-five’ in line 19 on page 2 of the bill be deleted and the word ‘eighty’ be 
substituted therefor’’. 


Yeas 10, nays 15. 


The VIcE-CHAIRMAN: I declare the amendment lost. 

Mr. JOHNSON (Kindersley): This was the stage where I asked for a recorded 
vote. I do not know why we have voted twice on the same measure. . 

The VIcE-CHAIRMAN: We will not go into that again. I think that 
everything was clear. 

Mr. JOHNSON (Kindersley): Then would you please make it a recorded 
vote by names, Mr. Chairman. 

The VIcE-CHAIRMAN: Again I will have to ask if it is the wish of the 
committee. 

Mr. ArcuE: I think that raises a point of order—and I am not speaking 
now as a member of the party with which I am affiliated, but I am just speaking 
from personal experience. It has been my experience in committees and in 
the house that any member of any committee of the house has the right to 
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ask for a recorded vote by names in the same way as the members in the 
house have a right to a recorded vote by names. It is my experience that when 


any members have asked for a recorded vote by names the vote has been so 


taken. 

Mr. QUELCH: I think that the member for Assiniboia is perfectly right in 
that. On all the occasions in which I have served on committees, when any 
member requests a recorded vote, that recorded vote is taken. Now we are 
in the position of a committee voting against a recorded vote being taken. I do 

not think the committee has the right to refuse any member who requests 
that a recorded vote be taken. 

Mr. Carrick: I suggest that, in view of the fact that there was some mis- 
apprehension in the minds of members of the committee with regard to exactly 
what the vote was about, it would be a good thing to allow a Tecorded vote as 
Mr. Argue suggests. 

The VICE-CHAIRMAN: As fap as I am beroeinied: I would say that st the 


_ time the recorded vote was asked for I had not read the question. The question 
on the amendment had not been put, so the vote which was taken afterwards 


could not have been a vote on the amendment. I would like to hear your 
comments about that: from what I know a recorded vote may be requested by 
any member of the committee, but such a request may be turned down by 
the committee if a vote has already been taken on the question by a show of 
hands and the motion has been defeated. When that happens there is no 
recorded vote. That is my understanding, but if anybody else would care to 
comment before I give my ruling I would be glad to listen. 

Mr. CaMERON (Nanaimo): Certainly, Mr. Chairman, during all the long 


sittings of the banking and commerce committee two years ago on the Banking 


Act there was no question about it. If any member wished to have a recorded 
vote it was granted. The same was true last year when I sat on the estimates 
committee. It only took one member to ask for a recorded vote and there was 
never any question whatever of the committee having the power to refuse 
such a request. 

The Vice-CHAIRMAN: That does not answer the point I raised. It may be true 
that your experience has been that whenever a recorded vote was requested 


such a vote was taken, there being no objection, but that does not establish 


that, according to the rules, if there is opposition to the granting of a recorded 
vote the committee has no right to refuse it. I think it has. 

Mr. RicHaRDSON: I think that there is general agreement now that we 
should have a recorded vote. 

Mr. Cameron (Nanaimo): This whole procedure has now been called 
into question by the chairman, and I suggest it would be very strange indeed 
if the proceedings which govern this committee were to be so largely different 


from the proceedings which govern the House of Commons. Suppose we were 


to follow the chairman’s line of argument—suppose five members of the House 
of Commons rose and called for a vote and the rest of the House of Commons 
said: “No, we do not want it.” There would be no recorded vote, and that 
would be the sort of situation the chairman is suggesting in this committee. 

The VicE-CHAIRMAN: The situation is that a vote has been taken not to 
allow a recorded vote. Do I understand that the committee now agrees to have 
a recorded vote? 

‘Hon. MEMBERS: Yes. 

The VicE-CHAIRMAN: That is all right, then. 
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The question is on the amendment, and so that nobody should be in doubt. 


I will read it again: | 
Moved by Mr. Johnson and seconded by Mr. Bryce that the word 


“sixty-five” in line 19 on page 2 of the bill be deleted and the word 
“eighty” substituted for it. 


On the division the amendment was defeated by 17 votes to 10. 


Mr. MacpbonneLi (Greenwood): Mr. Chairman, on section (ii) in clause 
6 (1), I move that the word “fifteen” in line 30 on page 2 be struck out and 
the word “twenty” be substituted. 


The VicE-CHAIRMAN: We are not ready for that. I must beg the indulgence 


of the committee; I have to call now clause 6 (1) subsection (i). 


On clause 6 (1) subsection (i): j 

Mr. WEAVER: On a previous occasion I have mentioned what a fine brief 
the Canadian Federation of Agriculture had submitted to us, and I also com- 
mented that I was particularly impressed by their recommendation that the 
length of time of the loan should be increased— 

The VicE-CHAIRMAN: We have not reached that yet. 

Mr. WEAVER: Did you not call subsection (11).2 

The VicE-CHatrmMan: If I did it was my mistake. We have first to deal 
with subsection (i) in clause 6 (1). . 


Subsection (i) agreed to. 


Mr. WEAVER: I wish to move, seconded by Mr. Huffman that subclause (2) 
_ of clause 6 be amended by deleting the word— 7 

Some hon. Mempers: We have not come to that yet. 

The VicE-CHaIRMAN: Let me call the subsection, please. Subsection (ii) 
in clause 6 (1). 

Mr. MAcpdoNNELL (Greenwood): I would like to move Mr. Chairman, that 
the word “fifteen” be struck out and the word “twenty” be substituted. 

Mr. CHaRLton: I will second that. 

Mr. MAcDONNELL (Greenwood): I would just say a word with regard to 
that figure. It seems to me that values have been going up so rapidly that an 
arbitrary limit of this kind is quite unrealistic. After all, this is not a com- 
pulsory measure; it does not mean they have got to lend $20,000. It simply 
extends the discretion of the board. We have a good deal of evidence before 
us which indicates that the board has been sufficiently cautious, and that it 
has not been too expansive in its ideas; and I see no reason why, in the face 
of greatly increased values, the limit of $15,000 need be retained. That is my 
reason for moving this amendment. 

The VICE-CHAIRMAN: Are you: ready for the motion? 

Moved by Mr. Macdonnell, seconded by Mr. Quelch, that the word “fiftteen” 
in subsection (ii) of clause 6(1)(a) be struck out and the word “twenty” 
substituted. ; 

The proposed amendment was defeated by 11 votes to 16. 

The VicE-CHaIRMAN: Shall clause 6, subclause (1) carry? 

Mr. MAcDONNELL (Greenwood): As I indicated earlier in the meeting— 

The VicE-CHAIRMAN: Let us try to keep the record as clear as possible. 
Right now we are dealing with clause 6, subsclause (1). 

Sublcause (1) agreed to. 
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are Mr. ‘HENDERSON: iT want to ask, Mr. Chairman, why they took Lies word 


“collateral” out? 
An Hon. MEMBER: I cannot hear. 
The VICE-CHAIRMAN: I quite agree with you. If you do not care too much 


_ about giving a break to the chairman, there is one fellow you have to give a 
‘break to, and he is the reporter. I would like him to hear what is said. 


By Mr. Henderson: 
Q. I was asking if Mr. Chester could tell us why they took thie word “‘col- 
lateral” out of section 6(a), subsection (ii) of the Act. I notice that in the old 
section it had ‘‘additional and collateral security’’.—A. The reason is that the 


word “collateral” was not considered necessary in the opinion of the Depart- 


ment of Justice. 
Clause 6(1) agreed to. 


By the Vice-Chairman: 


‘On clause. 6, subclause (2)—Repayment of loans. 

Mr. MACDONNELL (Greenwood): You may remember, Mr. Chairman, that 
at the outset of the meeting I sought to obtain a prescriptive right in this clause 
by announcing that I was going to-move an amendment. 

The VICE-CHAIRMAN: If Mr. Macdonnell will allow me to say so, if he 
figures he has acquired a prescriptive right because he called on me at the 
beginning of the meeting, I can say there was somebody else ahead of him. 

Mr. MAcDONNELL: (Greenwood): I ‘submit with great deference, Mr. 
Chairman— 


On a point of order, Mr. Chairman. My point of order is that surely we 


do not have to recognize any communication which takes place before the 


meeting begins. My communication was, I submit with deference, the first com- 


- munication which was made during the meeting. 


Hon. MEMBERS: Order. 


Mr. MAcDONNELL (Greenwood): I would now like to move that subclause 
(2) be amended by deleting the word “twenty-five” and substituting— 


Mr. PHILPOTT: On a point of order, Mr. Chairman. 

The VICE-CHAIRMAN: Yes, I will hear you on a point of order, and then I 
shall have something to say. 

Mr. PuHitpott: Nothing which Mr. Macdonnell has said has been sufficient 


~ to put him in order now, and I have the floor. Is that correct? 


The VICE-CHAIRMAN: I will have to resort to an old saying. As we say 
in French, “Quand vous avez fait votre lit il faut coucher dessus”, or, in English, 
“When you have made your bed you have to lie on it.” 

Mr, Macdonnell was kind enough to tell me he had acquired a prescriptive 
right because he had called on me first. I am sorry to tell him he was not 
the first to call on me for that purpose. 

Mr. MAcDONNELL (Greenwood): I was the first in the meeting. 

The’ VicE-CHAIRMAN: Was the meeting called to order when you called on 
me? I do not think so. | 

Mr. ARGUE: Oh yes, the proceedings were on. 

Mr. FRASER (Peterborough): On a point of order, Mr. Chairman. When 
you called the committee to order on Bill 84—when the first item was called 
—Mr. Macdonnell immediately got up and said he would like to move that 
the 25 year period be extended to 30 years. 
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Mr. WEAVER: I have already spoken on this, but I would like to say I 
welcome Mr. Macdonnell’s assistance as a champion of the farmer. At the same 
time, I will now make the motion I attempted to make previously. 


Mr. MAcCDONNELL (Greenwood): On a point of order is not— 
The VICE CHAIRMAN: Let us proceed in order as much as possible. 


Mr. MACDONNELL (Greenwood); Am I not correct in saying that my motion 
is before you now? My point of order is that my motion must be dealt with. 
That is not an amendment to my motion—it is an attempt, which I greatly 
deprecate, to substitute something for my motion. 


Mr. POWER (Quebec South): I would ask the chairman to rule on these 
various points of order so we could get along. 


Mr. WEAVER: Can I have ‘a hearing, Mr. Chairman? 


The VICE CHAIRMAN: I have a motion here moved by Mr. Macdonnell and 
seconded by Mr. Quelch that clause (2) of clause 6 be amended by deleting 
the word “twenty five” and substituting therefor the word “thirty. 

Are you ready for the question? 


Mr. Viau: This eee never Tote a motion from Mr. Macdonnell. 
He got up and said: ‘‘on a point of order— 


Mr. FLEMING: That is only half the Stone 


The VIcE CHAIRMAN: The chairman has already received a motion. I think 
we can overlook that objection. Let us proceed with it. 


Mr. Bryson: Well, Mr. Chairman, I would like to move We the word 
“thirty” in the amendment moved by Mr. Macdonnell be deleted and that the 
word ‘forty’ be substituted therefor. 

If I might make a few remarks in connection with this amendment to 
the amendment, Mr. Chairman, I would say that the clause with which we 
are now dealing is one of the most contentious of the three or four clauses 
which compose this act, and this was brought very forcibly to the attention 
of this committee by Dr. Hope when he appeared several days ago before us. 

The Canadian Farm Loan Board is attempting to make available not only 
short-term credit but long-term credit also, and that is an important feature 
as far as the purchase of farm land is concerned. I feel that long-term 
borrowing is not the only borrowing the farmer is ,going to have to do, in 
all probability, in the future.. He will: have to resort to short-term borrowing, 
and the interest is likely to be something more substantial than will be asked 
by the Canadian Farm Loan Board. 

Mr. FoLLWELL: Although I am very close to the hon. member I cannot 
hear a word he is saying. 


Mr. Bryson: It is because I feel that the cost of capitalization today is 
such that a great deal of money is needed and because it is likely that a 
great deal more will have to be borrowed under this act, that I consider 
the term of repayment should be long enough to allow a man to make repay- 
ments under the best possible conditions, so that the loan should not be 
too burdensome. For those reasons I think the period should be extended 
to 40 years. 


The VICE CHAIRMAN: Is the committee ready for the question? 
Mr. ArGuE: Mr. Chairman, I want to say a few words in support of the 


sub-amendment. I wish Mr. Macdonnell had moved the abolition of the © 


25 years and the substitution of 40 years, because I think 40 years offers more 
advantage than the 30 year term. Dr. Hope, in the statistics he gave us as 
to the length of time the various farms in Ontario have been mortgaged 
showed successfully that the majority of farms in Ontario, according to the © 
sample survey are in fact mortgaged for periods in excess of 40 years, and I 
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_ have no reason to think the experience differs to any great degree in the 
- other provinces, which leads me to support as strongly as I can the extension 


of the period to 40 years. Such a step is necessary because, according to 


the general experience, it takes at least that long to pay off a mortgage. 
Probably of still greater importance is the fact that such an extension would 


reduce the carrying rate of the mortgage. According to the figures given us, 
I understand that at the present time a current five per cent mortgage costs 
an annual rate of 7:25 per cent. The move now suggested by Mr. Bryson 
would reduce this carrying charge from 7:25 per cent to 5-83 per cent. I think 
that is a very substantial reduction, and in the light of our experience with 


farmers, it is absolutely necessary. It is virtually impossible for a farmer to 


pay at a rate of 7:25 per cent, and he will not find it too easy to meet even 
this reduced rate of 5:83 per cent. 
As far as the government is concerned, I think this will probably strenathen 


the mortgage loans they are making because repayment would be easier; 


farmers would find less difficulty making their remittances. I must say I am 


-pleased that the indications are that there will be a move to increase the | 
period from 25 to 30 years. That is certainly a step in the right direction and 


it emphasises, once again, the need for all committees to make a thorough | 
study of the field covered by any bills referred to them. There are improve- 
ments being made to the bill this afternoon; improvements are being made at 
this time because we have had witnesses such as Dr. Hope. We heard an 
excellent ¢tatement from the Canadian Federation of Agriculture. The sub- 
mission was so good that it not only convinced—TI take it—all members of this » 
committee but, more important still, it convinced the government and the 
cabinet, apparently, because we see that the increase to 30 years is being ap- 
proved by the government. Even so, I suggest there is a great deal of merit 


- in the suggestion that amortization should be over a 40 year period and I am 


therefore in favour of such an amendment. 

The VICE-CHAIRMAN: Is the committee ready for the question? 

Mr. JoHNSoN (Kindersley): A recorded vote, please, Mr. Chairman. 

The VIcE-CHAIRMAN: The question is on the amendment to the amend- 
ment. 

Moved by Mr. Bryson, seconded by Mr. Cameron that the word “thirty” in 
the amendment. be deleted and the word “forty” substituted. 

Mr. ARGUE: Could we not have the names called, and save the double-vote? 


On a division the amendment was defeated by 21 votes to 6. 


The Vice-Cuatrman: Is the committee ready for the amendment? 
Mr. BENIDICKSON: On the amendment moved by Mr. Macdonnell, I think 


- the record will show that whether in order or out of order I indicated earlier in 


today’s proceedings that I was impressed— 

Mr. MacDoNNELL (Greenwood): I understood you to say you would second 
my motion. 

Mr. BENIDICKSON: Yes. I was just going to make that clear. We are im- 
pressed by the evidence of the Canadian Federation of Agriculture with regard 
to this, and I would be very happy to support Mr. Macdonnell’s amendment to 
this clause. It has been suggested that the term might be 40 years. I only 
point out that we have not, with regard to other loans in Canada, adopted yet, 
as a general rule, a 40 year term, and I think in this situation it would be 
better to increase the period from 25 years to 30 years rather than to create 
a longer term for one class of coans and alter standard practice across 
Canada. 
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Mr. JOHNSON (Kindersley): I recall that Dr. Hope, when he was dealing 
with this particular amendment, intimated that it was a ‘“‘creeping”’ step in the 
right direction. I think the amendment which Mr. Macdonnell has moved with 
government support is, indeed, a creeping step in the right direction and in the 
absence of something better I am certainly prepared to support it, hoping that 
at some date in the future we shall not be restricted by what other agencies 
are doing, but that the Canadian Farm Board will be considered on its own 
merits, and that if a 40 year period is considered necessary it will be granted 
without this regard for what other government agencies are doing. 


Mr. MicHENER: There must be an optimum time and in my judgment 30 
years is the right time. Mr. Johnson has called this a “creeping step”, but if 
you creep beyond a certain point you may be advancing in the wrong direction. 
Some member of the committee might get up and suggest 100 years would be 
an appropriate period. That might be all right in some cases, and there may be 
some 100 year old farmers, but I do not think that is the average life during 
which a farmer can expect to work. It seems to me that anyone who wishes 
to acquire capital assets by the work of his hands and brain should expect to 
pay for those assets in 30 years, which is the period of high normal activity 
in the lives of most men; to extend the period beyond that would, in my view, 
be storing up trouble for the future. I am voting for the 30 year period because 
I think it is the right period, and because I believe that to extend it further 
would be creeping in the wrong direction. 


Mr. ARGUE: I think the suggestion of 40 years is much preferable to the 
suggestion of 30 years. 


Mr. HOLLINGWORTH: Have we not already dealt with that supsection® I 


submit the hon. member is out of order. 

Mr. ARGUE: Very well, I will confine my remarks to the question of the 
30 year term. This, as we have heard, Mr. Chairman, has been referred to as 
a “creeping step in the right direction” but in my opinion it does not go nearly 
far enough. It is not good enough to say, as Mr. Michener has said, that the 
average person should be prepared to pay off any mortgage in 30 years, and 
for him to infer that a longer period is unnecessary in other industries 


the farmer should be prepared to accept the same situation. I am positive that _ 


every farmer would like to pay off his mortgage, but the long history of the 
- agriculture industry shows that it is virtually impossible for a farmer to pay 
a five per cent interest rate on his capital and repay the principal over even a 
30 year period. 

If something could be done with regard to the agriculture economy to make 
it comparable with other industries as far as net income for the operator is 
concerned the position would be different. I believe any farmer would be more 
‘than happy to pay off his mortgage in 30 years, but because it seems to be 
inherent in our economy that the farmers always, year in and year out, gets 
a smaller return for his capital than anyone else, even a 30 year period is too 
short. 


Mr. QUELCH: We supported the 40 year period because we believe that the 


longer the period of repayment the better. There is nothing to prevent a farmer 
from paying off his mortgage in a shorter time if he is able to do so, but we 
all know that farmers, generally speaking, are perhaps a little too optimistic. 
They will take on obligations which they will be able to meet provided they 
continue to get good crops and reasonable prices, but they have no control 
over these things, and should there be a succession of bad harvests, or a severe 
fall in prices, repayment becomes extremely difficult. As I say, we generally 
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find that farmers are too optimistic about their ability to repay obligations, 
- and therefore the longer the period the better, in my opinion. If somebody had 
Ad _ suggested 50 years I would certainly support 50 years. 

_ What Mr. Michener has not brought out before this committee is that in 
_ many cases a mortgage is not discharged when an owner dies or a property 
- changes hands. The amount of the remaining mortgage is simply transferred, 
- and that is happening every day. Mr. Michener spoke of 30 years as being a 
ed reasonable time, but the committee will be quite aware that a lot of people 
take out mortgages when they are 40 or 50 years of age. For my part, I think 
‘the 40 year period would have been good. As for the 30 year period, it is~ 
certainly better than 25 years, so we shall support it. 


By Michener: 
Q. I would like to ask Mr. Chester whether there has been any diffi- 
culty about renewing mortgages after substantial payments have been made 
on account? If a farmer has taken a loan and brought it down to one half or 
one third of its original amount, and then requires more money, has he any 
difficulty in obtaining a second mortgage?—-A. No, I would say it would be 
regarded as a new application, and the loan would very likely be granted. 
With regard to our experience of the time during which mortgages are 
in effect, the average is 14 years; and the Ontario survey shows an average 
of 12 years. The survey conducted by the provincial government in Ontario— 
_ the survey which has been referred to—showed that mortgages on some 700 
_ farms over a 50 year period were in existence, on an average, for 12 years. 
f Our experience is that they were held for 14 years. 
a 'Q. I suppose, then, that if an elderly farmer takes a loan and reduces 
a it, and his son takes over the land, say, after 10 years, the son is free to 
‘ take a new loan himself on the same property?—A. Yes, certainly. 
y  Q. If he took a 30 year loan, that would, in fact, be a 40 year term of 
¥ repayment with respect to that particular land?—-A. That sis true. 
f Q@. It seems to me, to hear some members of this committee talk, that 
z they think that debt is a good thing in itself. I do not believe that, and I 
_ think we ought to set before peoples’ minds a period which is reasonable, and 
_ not encourage them to go on paying money on debts all of their lives. It is 
clear from what has been said that if a man cannot manage to pay his debt 
i in 30 years he will be able to extend his mortgage. 
The VICE-CHAIRMAN: I-will read the motion: Moved by Mr. Macdonnell 
and seconded by Mr. Charlton that subclause (2) of clause 6 be amended by 
- deleting the word “twenty five” in line 35 of page 2 of the bill and substituting 
therefor the word “thirty”’. 
The amendment is carried by a unanimous vote. 
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: Subclause 6 (2) as amended agreed to. 


Mr. Freminc: Mr. Chairman, do you not think that Mr. Macdonnell 
ought to be congratulated on his extraordinary success in introducing an op- 
position amendment which has won unanimous support from the committee. 

_ This, surely, is an achievement. 

The VICE-CHAIRMAN: Shall clause 7 subclause (1)—Reserve, carry? 

Mr. MicHENER: I would like to point out to the sponsors of the bill, 
without making any amendment, that the proposed section 9 (1) seems to 
be inconsistent with the proposed section 9 (2). As I read clause 7 (1) it 
- provides that the board shall establish a reserve out of which may be paid 
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any losses sustained in the conduct of any and all of its operations under this 
act. The board might feel obliged by that section to maintain a complete 
reserve, because any part of these loans might conceivably result in a 1O8s; 
and that is not the intention of the next subclause we come to. 

I throw that out for consideration without attempting to rewrite it 
in committee. 


Clause 7, subclause (1) agreed to. 


The vice-chairman: 
On clause 7, subclause (2). 


By. Mr. Michener. 


Q. May I ask a question, Mr. Chairman, for the sake of slarineatione 
My understanding is that when the new subsection on capital has been made 
there will be an extra amount added to the present reserve of $2,300,000 
enabling the board to establish a reserve equal to the amount of capital. Is 
that correct?—A. No. That is not right. It has nothing to do with the sub-> 
scription of capital. This has to do with reserves. We already have $3 million | 
in reserve. This establishes one reserve fund in place of two as at present. | 


@. You mention $3 million. I see, from the balance sheet, that the amount 
reserved for losses is some $2,300,000.—A. There is also a statutory reserve 
of $878,230. 


Q. Mr. Chairman, could someone explain to me where the second clause 
2 of clause 7, on page-3 of the bill, will find itself in the act after this bill 
has been passed? I understand that clause 7 (1) of the bill provides for new 
subsections (1) and (2) of section 9. Then, again, clause 7 (2) of the bill 
also says something about existing reserves. Would that not be the new sub- 
section 3 of section 9 of the act?—-A. This was drawn up by the Pee 
of Justice— | 

Q. They are infallible, I understand.—A. I think probably they are in 
this case. My understanding is that this will not appear in the consolidated 
statutes. This is something which will enable these changes to take place as 

at a certain date, and from that point on it will be necessary. 

Q. How will anyone know that that is the law if it does not appear in 

the consolidated statutes?—-A. You will just have to refer back. 


@. I see. It is something that happens once only. 


By Mr. Fleming: | 4 


@. With respect, I do not think that is a good aieden reason, for leaving 
it out. Apart from changing the provisions of section 9 of the act, clause 8 
of the bill proposes to repeal sections 10, 11 and others of the act. People 
referring to the act after amendment can very easily be misled by not having 
the whole act included. Consolidations are prepared from time to time and 
I think it is inevitable that someone is going to overlook the fact that there 
is, in the 1956 statute, a provision which is not carried into the consolidation. | 
It is true that the provisions of subclause 2 of clause 7 of the bill are not 
enduring in their effect, and that they apply only to a particular time, and 
that when the terms of those provisions have been satisfied they would, 
presumably, cease to be applicable. But no one reading the statute could 
understand that it has that effect, limited in point of time; and I do not think 
we have been given a good reason for leaving strewn around in the statutes 
provisions which do not appear in the main act. This bill before us, in all 
other respects, amends the act. My suggestion is that no harm would be done 
and that, on the contrary, an improvement would be made, if we treat sub- 
clause 2 of clause 7 of the bill as though it were to be section 10 of the act. 
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You are removing clause 10 and you have numbers to spare. Why do we 
not simply introduce an amendment here that this subclause should be section 
10 of the act?—A. If you do that you will have to carry on all through the 
act and renumber all the clauses. 


Q..Oh no.—A. You have a clause 10. 


Q. No, this is section 10 of the act. You have got a clause 10 of the 
bill, but that has nothing to do with the point I am raising. 


The effect of clause 8 of the bill is to repeal sections 10 and 11 of the 
act. You have got two numbers to spare and it is fortunate that one of them, 
number 10, follows immediately after section 9 of the act. Why not assign 
section 10 to the paragraph that now constitutes the subclause, to that space? 
—A. This, of course, is something out of my line. It concerns the drafting 
of the bill, that is carried out, I think the committee will agree, by people 
who know what they are doing. If we follow your suggestion in this case, 
Mr. Fleming, we would have to go back and make several changes in other 
cases. I think it would have to be done, for instance, on page 2. 

Mr. MicHENER: In order that this matter may be disposed of more 
quickly I would like to suggest that the second “two” on page 3 of the bill 
be changed to “three”? so that this section which, according to the explan- 
ation, would not go into the bill, will appear as subsection (3) of section 9 
of the act. 


The VICE-CHAIRMAN: Would you agree to put a motion in writing, then, 
maybe, we could allow this matter stand until this afternoon. 


> 


Mr. MicHENER: It seems to me that if something along the lines I have 
suggested is not done there will be confusion later on as to just what authority 
there is for these steps being taken. 

Mr. BenipicKson: Mr. Chairman, I think your idea that we should defer 
consideration of this matter is a good one. These are questions which re- 
ceive very close attention from the Department of Justice and in my view, 
with respect to all concerned, we should not commit ourselves to any action 
without making sure we are on proper ground. 7 

The VicE-CHAIRMAN: Shall clause 7, subclause (2) stand? - “ 


Agreed. 
Clauses 8 to 11 inclusive agreed to. 


The Vice-CHAIRMAN: Gentlemen, I suggest that at this point we ad- 
journ until 3-30 this afternoon. Agreed. 


AFTERNOON SESSION 


THURSDAY, April 26, Ane 
3.30 p.m. 


The ,VIcE-CHAIRMAN: I think gentlemen, we have a quorum, so let us 
revert to clause 7 subclause (2) which was left standing this morning. 

Mr. Micuener: Mr. Chairman, I have given further consideration to 
the problem which arises not only in this particular instance but with regard 
to other clauses of the bill. There are, indeed, two or three sections whose 
operation would be spent as soon as the act comes into force, and rather than 
try to tidy up this position I would prefer to leave the matter as it has been 
put by the Department of Justice. 
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The VicE-CHAIRMAN: Subclause (2) of Clause 7 agreed to? 
Agreed. 


Shall the preamble carry? 
Agreed, 


On the title of the bill: 

Mr. ArGueE: Mr. Chairman, I have a motion which I would like the commit- 
tee to consider at this time. It has to do with the expenditure of money, so it 
cannot be a direct amendment to the bill; it will, therefore, have to be a simple 
motion that this committee should consider making a recommendation to the 
government. I have, accordingly, drawn up a motion in these terms: 


That in the opinion of the Committee the government should consider 
the advisability of paying to the board, from time to time, out of the 
Consolidated Revenue Fund sums equ to the administrative costs of 
the board. 


I think it is perfectly clear that this is not necessarily ee to involve the 
expenditure of money. The committee may ask the government to consider any 
proposition which is relevant in connection with the legislation, and the govern- 


# 


ment itself will then decide whether it should follow through and put’ that 


recommendation into the form of an enactment. 

The suggestion which I propose follows the recommendation which was 
made to the committee by Dr. Hope, namely that the treasury itself should bear 
the cost of the board’s administration. Dr. Hope advocated that suggestion as 
being one means of lowering the rate of interest which the borrower would have 
to pay. He went on to explain that if the government agreed to do this it would 
probably result in the lowering of the rate of interest to 34 per cent. 

In advancing his argument for an interest rate of 34 per cent he said that 
farmers’ earnings on capital, from a long-term experience, averaged 34 per cent 
and his figures also showed that a producer would earn even on such a low pay- 
ment for capital approximately less than $1,200, even taking into account 
income earned by unpaid family labour. 

I think that one of the basic points in Dr. Hope’s brief was his contention 
that agriculture could not bear a high rate of interest—that a farmer could not 
pay five per cent and maintain, at the same time, a reasonable standard of 
living for himself and his family. Therefore, in keeping with the recommenda- 
tion made by the Canadian Federation of Agriculture, namely recommenda- 
tion 4 (d). 


Mr. Viau: On what page? . 
Mr. ARGUE: It is contained in the recommendations at the end of the brief— 


Reduce the interest rate charged on first mortgage loans from 5 per 
cent to the cost of the money plus the legal reserve, leaving administrative 
costs to be borne by the government. 


I am asking the committee to give consideration to making the recommenda- 
tion which I have outlined. 


The VIcE-CHAIRMAN: Will you let me have a copy of the motion? 
Mr. Viau: Would that cover the legal costs, too, of the transaction? 


Mr. ARGUE: I am not too sure whether legal costs will be considered part of 
the costs of administration. I take it they would under that recommenda- 
tion, 4 (d). 


The VicE-CHAIRMAN: I am ready to hear any comment which members may 
wish to make. 
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Mr. RicHARDSON: As a new member of the committee, perhaps I might be 


allowed to suggest that our purpose here is to consider Bill 84. Could we be 
- informed, Mr. Chairman, whether we are able to go outside our consideration 


of this bill and bring in a resolution of the kind suggested? I am not speaking. 


. either for the motion or against it. It is a question of order. 


Mr. QUELCH: It has always been the practice that when we report back to 
the house we can make any recommendations which we think proper concerning 
the bill. It has been done from time to time. . We did it the other day on the 
agriculture committee. ~ 

Mr. Viau: That is a different thing altogether. That was a recommendation 
that the credit unions be made agencies for loans. It involved no expenditure 
of money. 

Mr. Arcue: But it would follow automatically that they would get the 
10 per cent guarantee. 

The VicE-CHAIRMAN: I would like to put a question to you, Mr. Argue. I 
would be ready to agree that the rule by which amendments cannot be added to 
a bill, outside the scope of the bill, may not apply in the case of a recommenda- 
tion such as you have in mind. But do you feel, Mr. Argue that what you 
have sent to me is a recommendation? 

Mr. ARGUE: That is what I endeavoured to draw up, Mr. Chairman in those 
terms. 

The VicE-CHAIRMAN: But did you actually reach that goal? What you 
say is: “That in the opinion of the committee the government should 
consider .. .”’ and so on. 

Mr. ArGcuE: I think it is drawn up in the regular terms used when, for 
example, motions are moved in the house. We have done so on many occasions 


‘ this session. There are two qualifications in the resolution with regard to the 
- expenditure of money: the first is provided by the phrase ‘‘in the opinion of the 


es 


committee”. The committee is merely expressing an opinion; it is not instruct- 
ing anyone—it is not an instruction to the government even by way of an 


opinion. It merely calls on the government to consider the feasibility of doing 


certain things from time to time. All the government has to do in order to 
comply with its terms is to consider the matter. The motion cannot suggest 
anything else because itis a well known rule that we cannot move for the 
expenditure of money. . 

I may add, for the benefit of members of the committee, that I have dis- 
cussed this question with the authorities—I do not want to mention any names— 
and one of them suggested I might take the opportunity of moving this motion 
when the committee reached the bottom of the first page, but I discussed the 
matter again with another fairly well known authority, and he thought that 
perhaps the best place for doing so would be when the committee came to the 
title of the bill. But certainly I have had the benefit of the best advice I was 
able to get—the advice of people not connected with any political party—and 
I was informed that this motion would be in order drawn up in these terms. 

The VicE-CHAIRMAN: I would like Mr. Argue to remember that I am not 
arguing with him on what might be called the merits of the motion itself. It 
is just a matter of the way in which this is put down on the paper before me. 
I can see, for instance, that if another form of wording were used—for example, 
if this began by saying: ‘That the committee recommends that the government 
give consideration...’ etc.... 


Mr. ARGUE: Would you care to correct it, then? 
The VICE-CHAIRMAN: Well, that is my suggestion. 
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Mr. ARGUE: How would it read then? It would be all right with me if it 
started off by saying “the committee recommend ..... ”. I am perfectly 


agreeable to amending it in any way which would put it in order without, 


changing the general meaning. It is merely a recommendation, 


The VicE-CHAIRMAN: I know, but whther you say it is a recommendation 
or not will not carry much weight, I regret to say, if it does not appear as a 


recommendation. We have to go by the record and the house will have to 


go by the: record... 
Mr. ARGUE: How would you suggest that it be changed? 
The VICE-CHAIRMAN: I think it should read this way: 


That the committee recommends that the government give considera- 
tion to the advisability of paying to the board from time to time out of 
the consolidated revenue fund sums equal to the administrative costs 
of the board. 


Mr. ARGUE: Agreed. 


The VicE-CHAIRMAN: Is there any member who has anything to say about 
that? 

Mr. BENIDICKSON: Mr. Chairman, -we have examined this bill quite 
exhaustively. We are at the end of our consideration of the bill, clause Oy, 
clause, and this is a new suggestion. 

_ It appears to me that this is an item which could more properly be brought 
before the House of Commons by a resolution which, as all members know, is 
open to any member to move at a time, when all members of the House of 
Commons would have an opportunity of considering the merits of the proposal. 
I do not propose to look at the merits of the motion at.this point but involved 
in the merits is, of course, the question of a subsidized rate of lending to one 
class, of people. I am going to leave it at that. 

I would think we are a relatively small portion of the House of Commons 
assembled here. The matter of asking the government to give consideration 
to this point is something which could be done by my hon. friend from 
Assiniboia (Mr. Argue) or any other member of the house by a motion in the 
House of Commons itself, and on that score, at this rather belated point in our 
consideration of this bill, I do not think I shall vote for the motion. 


Mr. JOHNSON (Kindersley): In connection with what the parliamentary 
assistant has said I can appreciate the point he has brought up—that we should 
not, perhaps, suggest too many amendments which are major in scope, but 
at the same time he will appreciate the fact that members of this committee, 
having heard the evidence presented to us, are in a better position fen 


members of the house, who have not heard this evidence, to pass judgment 


on this question. ! 

I know that I, for one, have gained a oe deal of experience and knowl- 
edge during the sittings of this committee and I think for that reason it would 
be advisable that we should pass judgment on’this matter. If the motion 
were turned down by this committee it would still not prevent any one from 
pursuing the matter at a later date in the House of Commons. 


Mr. ARGUE: Will you take the names, Mr. Chairman? 


The VICE-CHAIRMAN: Before we go on to a vote I would like to express 
an opinion. I am not ready to rule this out of order simply because it does not 
come before us as an amendment, but to make my point clear I should like 
to tell the committee a story. It is about an army officer on his rounds of 
inspection who asked one of the soldiers: “Did you shave this morning?” 
The soldier said: ‘Yes sir”, to which the officer replied: “O.K., but next time 
stand a bit closer to the razor.” 
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I am not ready to rule this out of order simply because it is a recom- 


‘mendation. I am in the hands of the committee and I will have to call a 
vote on it. , 


Mr. MAcDONNELL (Greenwood): My understanding is that this is an 


‘ordinary practice. As to the vote, I am going to vote against it on the grounds 


given by Mr. Benidickson. 
The VIcE-CHAIRMAN: Very well, the question is: 

Moved by Mr. Argue, seconded by. Mr. Johnson that the committee 
recommend that the government give consideration to the advisability 
of paying to the board from time to time out of the consolidated revenue 
fund sums equal to the administrative costs of the board. 


This will be a recorded vote. 


On a division the motion was defeated by 15 votes LO os 

Title agreed to. 

Bill as amended agreed to. . 

Bill as amended to be reported. 

Mr. JoHnson (Kindersley): There is just one point I have in mind. I 


recall that at one of the committee meetings it was agreed that Mr. Chester 


would give us the names and general areas served by permanent and part- 
time inspectors, and I wonder if that information is available for the record? 

Mr. Fraser (Peterborough): Could Mr. Chester also give us the number 
of second mortgages that failed? ti 

The Witness: The answer to Mr. Johnson is in the form of a printed list 
and I will hand it in to be printed in the record of proceedings. (See 
Appendix). The other question, by Mr. Fraser, was how much had been 
written off to reserve under second mortgages; the answer is: nil. 

Mr. ARGUE: I move we adjourn. 

The VicE-CHAIRMAN: We shall adjourn to the call of the chair, is that 
agreed? 

Agreed. 
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MINUTES OF PROCEEDINGS 


TUESDAY, May 15, 1956 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 
a.m. this day. The Chairman, Mr. John W. G. Hunter, presided. 


Members present: Messrs. Argue, Ashbourne, Benidickson, Blackmore, 
~Cameron (Nanaimo), Carrick, Deslieres, Enfield, Follwell, Fraser (Peter- 
borough), Fraser (St. John’s East), Gour (Russell), Hanna, Henderson, Hol- 
lingworth, Huffman, Hunter, Macdonnell, (Greenwood), MacEKachen, Michener, 
Philpott, Power (Quebec South), Quelch, Regier, Robichaud, Viau, Weaver and 
White (Waterloo Scuth). é 


The Committee proceeded to give initial consideration to Bill 51, An Act to 
amend the Small Loans Act. 


On motion of Mr. Argue, 
Resolved,—That Mr. Stewart (Winnipeg North) be substituted for Mr. 
Johnson (Kindersley) on the Sub-committee on Agenda and Procedure. 


On motion of Mr. Hanna, 


Resolved,—That the Committee print 750 copies in English and 200 copies 
in French of its Minutes of Proceedings and Evidence in respect of Bill 51, An 
Act to amend the Small Loans Act. 


The Chairman presented the Third Report of the Sub-committee on 
Agenda and Procedure, as follows: 


Your Sub-committee met at 10.00 o’clock this day and agreed to recom- 
mend: 


That the Committee at its meeting this day first deal with certain organiza- . 
tional matters relating to the subsequent consideration of Bill 51, An Act to 


=. amend the Small Loans Act, and then proceed to consider the report of the 


Bank of Canada for the year ended December 31, 1955; and 
mm relation to Bill 51: 


That the evidence of Mr. Leon Henderson, Consulting Economist, of 
Washington, D.C., U.S.A., before the Banking and Commerce Committee on 
March 2, 1938, be printed as an appendix to this day’s proceedings of the Com- 
mittee on Bill 51; and that those proceedings be printed separately from the 
proceedings of the Committee on the report of the Bank of Canada; and 


That the order of business on Bill 51 at subsequent meetings of the Com- 
mittee be as follows: | 


1. To hear Mr. K. R. MacGregor, Superintendent of Insurance; 


2. To hear representations from the following: 
Canadian Consumer Loan Association 

_ Canadian Bankers Association 
Canadian Bank of Commerce 
Personal Finance Company of Canada 
Niagara Finance Company Limited 
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The Honourable Senator Cyrille Vaillancourt, representing La Fédération 


des Caisses Populaires of the Province GE Quebec 
The national organization of Credit Unions 
3. Clause by clause consideration of Bill 51; and 
That the Committee not sit at 3.30 o’clock p.m. this day as had been 
planned; but that it next week meet at the call of the Chair. 


Respectfully submitted. 


The Third Report of the Sub-committee was adopted unanimously. The — 


Committee agreed to let stand further consideration of Bill 51. 


(Note: At 11.20 o’clock a.m., the Committee proceeded to consider the 


report of the Bank of Canada for the year ended December 31, 1955, in respect of — 


which the Minutes of Proceedings and Evidence of the Committee are recorded 
in Issue No. 9 of the Committee.) 


Eric H. Jones, 
Clerk of the Committee. 
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TUESDAY, May 15, 1956. 
11.00 A™m. 


The CHAIRMAN: Gentlemen, we have a quorum. 
Mr. Argue, you have a motion? 


Mr. ARGUE: Yes. I move, Mr. Chairman, that Mr. Stewart (Winnipeg 
North) be substituted for Mr. Johnson. (Kindersley) on the Sub-committee on 
- Agenda and Procedure. 

_ The CHarrman: You have heard the motion gentlemen? 

All those in favour? Contrary if any? Carried. 

Mr. Hanna, you have a motion? 


- Mr. Hanna: Mr. Chairman, I move, seconded by Mr. White (Waterloo 

_ South), that the committee print 750 copies in English and 200 copies in French 

_ of its Minutes of Proceedings and Evidence in respect of Bill 51, An Act to 
amend the Small Loans Act. 


| The CHAIRMAN: You have heard the motion, gentlemen. 
? All those in favour? Contrary if any? Carried. 


. The CHAIRMAN: The reason we brought that up at this time is that we 
_ are going to go into Bill 51 very briefly right now for the purpose of having 
_ certain evidence from the 1938 evidence of the Banking and Commerce Com- 
_ mittee printed and made available to the committee. 

In 1938, before the Banking and Commerce Committee, there was evidence 
_ by Mr. Leon Henderson who had been an economist with the Russell Sage 
_ Foundation. The Russell Sage Foundation was a philanthropic foundation 
_ which specialized in sociological problems. It originally had made an intensive 
and prolonged investigation into the “loan-shark’’ business. It was as a result 
_ of their investigation and recommendations that the 48 states of the United 
_ States have their Small Loans Act. His evidence was given in an extremely 
impartial way, and I thought that, since it had been given in such an impartial 
- and detached way, it would be of value now to have it before this committee. 
_ Therefore, as a result of that, I am going to ask you to approve the third 
report of the Sub-committee on Agenda and Procedure, as follows: 


va 


(Note: See Minutes of Proceedings of Third Report of Subcommittee on 
Agenda and Procedure.) 
The CHAIRMAN: I thought the committee could decide that they would 
- call; perhaps, Senator Vaillancourt in connection with the credit unions. We 
could find out who would be a suitable person to represent the national 
association of Credit Unions and we would endeavour to get a representative 
from that organization. 

Then the next order of business on Small Loans would be a clause by 
clause consideration of Bill 51. Further, your sub-committee recommends that 
this committee will not sit at 3.30 p.m. this day but that it next meet at the 

call of the chair. 

Is this report of the sub-committee agreed to? 

Agreed. 
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Mr. MAcDONNELL (Greenwood): Mr. Chairman, may I make a comment? 
I am wholly and heartily in favour of the printing of the Henderson evidence, 
but I raise this: I have read the minutes of 1938 and it seems to me the 
evidence contains a lot of valuable information. I was wondering if it would 
be too much to ask that the whole of that be printed. It was evidence from 
a wide range of people, and as far as I am concerned, I think I learned a great 
deal from reading the whole of the minutes. 

The CuarrMaAN: It is pretty bulky. I should add that the report of the 
committee sitting at that time will be made available to this committee. 

Mr. MacpDoNNELL (Greenwood): That will raise another question. The 
volume that you hold up there includes all the evidence, does it? 

The CHAIRMAN: Yes. ; 

Mr. MacDONNELL (Greenwood): Was the report itself not reasonably 
short? 8 7 

The CHAIRMAN: This is it, here. This will be available to this committee. 
We have sufficient copies to be ‘distributed to the committee. 


Mr. HoLLincwortH: Mr. Chairman, when will we begin consideration of 


the Small Loans Act? When will Senator Vaillancourt appear? 

The CHAIRMAN: I am not sure of that. I will have to let you know later. 

Mr. HoLuIncwortH: Will it be this week or next week? 

The CHAIRMAN: It will not be this week. 

Mr. HoLLINGwortH: No. 

The CHAIRMAN: Possibly next week, or maybe the following week. I am 
not sure of that, Mr. Hollingworth. 

Mr. MacDoNNELL (Greenwood): One other question, Mr. Chairman. You 
read quite a long list of people in the report of the Sub-committee who are 
going to be asked to give evidence. Supposing there is someone who turns up 
and wants to give evidence, who was not as yet— 

The CHarRMAN: I think in that case the steering committee can report its 
recommendation to the committee. These are the only people who have 
indicated, I believe, that they wish to appear, with the exception of the 
Canadian Bank of Commerce, who have not indicated that they wish to appear, 
but whom we wish to call. Senator Vaillancourt has not indicated that he 
wants to be heard, but he was there in 1938 representing les Caisses Populaires, 
in Quebec, and we thought we would ask him to be present. 

We would also like to get an official from the Canadian Association of 
Credit Unions, with whom we have not communicated so far. 


All those in favour of adopting the report of the sub-committee? Contrary, 


if any? I declare the report adopted. 
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APPENDIX 


EXTRACT FROM THE MINUTES OF PROCEEDINGS AND EVIDENCE OF 
THE STANDING COMMITTEE ON BANKING AND COMMERCE OF 


MARCH 2, 1938, RESPECTING SMALL LOAN COMPANIES, BEING THE 


EVIDENCE GIVEN BY 


MR. LEON HENDERSON, 
Consulting Economist, of Washington, D.C., U. S. A.. 


The WITNESS: Mr. Chairman, Mr. Minister and members of the committee. 
My name is Leon Henderson. My present home address is Washington, D.C. 
I am a consulting economist for various government agencies, such as the 
Works Progress Administration and the National Resources Committee; but 
I am also engaged in private work and work with State and local governments. 
For eight years, beginning in 1925, I was Director of the Department 
of Remedial Loans of the Russell Sage Foundation; that is, from 1925 to 1933 
inclusive, when I left to become chief economist for the National Recovery 
Administration in Washington. In that eight year period there was a dynamic 
quality to consumer credit which made it one of the most interesting phenomena, 
I think, of the period that we know as the boom period in the United States; 
and we were beginning at the Sage Foundation in research to have some vague 
intimation of the part that consumer credit plays in the economic process. 
The Russell Sage Foundation itself is an endowed institution, and I 
quote part of its charter—“‘for the improvement of social and living conditions.”’ 
It is generally thought of in the list of American foundations as the one 
which has devoted its research to social and welfare affairs while, for example, 
in a similar field, the Rockefeller Foundation has devoted its research to medi- 
cine and education. The Foundation was endowed by Mrs. Russell Sage, and 
it has been an independent enterprise. One of the first excursions into the 
causes of poverty was in this field of consumer credit, or, as it was then known, 
remedial loans. Mrs. Sage inherited quite a large fortune from the capitalist, 
Mr. Russell Sage, and she was besieged as well as beseeched by literally 
thousands and thousands of people to come to their rescue and aid with some 
part of this inheritance. As a result she set up quietly a staff of investigators 
and almoners, and one of those to whom I had talked at rather great length 
is now in charge of the United States Employment Service W. Frank Persons. 
One of those investigators and almoners would go around to find out why 
it was that people and families were in such dire straits that they would write 


- such pathetic letters, and he found literally hundreds and hundreds of loan 


shark cases. So the first investigation was begun under the general direction 
of two Columbia professors with two graduate students, Arthur Ham and 
Clarence Wassam. That work has continued fairly uninterruptedly from 1907 
down to the present time. There was a break during the war period. But 
there have been four directors, one of whom was an acting director in that 
period, and it is pleasant to survey a condition stretching over thirty years and 
find that four directors have never had a single large disagreement as to prin- 
ciples involved in consumer credit. There has been this continuity and 
constance of opinion. I say it is pleasant because the area of conflict of ideas 
in economic matters and consideration seems ever to be widening, and it is 
nice to find a calm place. Therefore, though I do not represent the Russell 
Sage Foundation today, I believe I can say that I represent their point of 
view and that of the other directors who have been with the Russell Sage 
Foundation. 

Just one small observation as to the relation of credit to the economic 
process, which I think is worth while. I said that in that dynamic period of 
the United States boom of the twenties we began to feel that there was a 
definite relationship between the amount of consumer credit being extended 
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—that is, instalment credit, small loans, loan shark credits, credit unions, 
industrial banks and bank loans for consumptive purposes—and the acceler- 
ation that was taking place in the whole credit structure. We were a bit 
apprehensive as to what would happen once there was a puncturing of the boom. 

I must say that it was not possible until the last few years to really get 
any kind of measurement of the feeling as to how important this consumer 
credit extension is to the business cycle. But I can say most sincerely, first, 
that we know that its accelerating qualities in the boom are tremendous and 
that its aggravation of the decline is so tremendous that no industrial country 
which is influenced largely by credit can escape taking notice and perhaps 
looking towards some type of control or regulation of the various forms that 
this credit takes. . 

We estimate that the open book credit, plus the instalment credit and all 
forms of lending pawnbroking and things like that, attained a status of 
$11,000,000,000 in 1929, and that we had returned in the United States to 
that figure and perhaps would have very soon exceeded it by the middle of 
1937. There is just one figure to which you might relate that. The total 
volume of retail sales in the United States in 1937 will be something of the 
order of forty billion dollars. So that you can see that this eleven billion 
dollars available for the investment market. 
it has to be liquidated in a short time, as it must by its nature and character, 
exercises a tremendous effect on the business cycle and tends to aggravate the 
amplitude of the swing. 

There is one other very large factor which I will not take much time to 


discuss this morning, but it is of extremely high importance in the American ~ 


economy at the present time. We have an inbalance as between savings and 
investments, which is very, very substantial— 


Mr. MARTIN: What is that? 


The WITNESS: The inbalance as between savings and investments—new 
investments. That is, we are not finding as we did in our dynamic period, 
an outlet for all the savings. That is partly due to the fact that our savings 
are concentrated in the higher brackets. Where we had, say in one high bracket 
in 1929, a billion dollars of income, the personal expenditure of that particular 
group did not exceed eighty million dollars, leaving over nine hundred million 
dollars availabe for the investment market. 

The American economy has got to a stage where it is not expanding fast 
enough to take up this saving which in 1936 was probably in the order of 


about six billion dollars. Up to that time, government financing had tapped 


the market and the amount of durable goods, plant extension, was being 
paid for largely from depreciation accounts which had been unspent up until 
that time. And a part of the dearth of the market for plant expansion and new 
issues very definitely can be traced to the fact that our industrial empire is 
not expanding, certainly not at a rapid rate. But the more important thing 
is this, as it relates to purchasing power: if we assume that there is six 
million dollars of savings in any one year, and that is not called up by the 
investment market, then there is a lack of equilibrium between the purchasing 
power produced at the production end and the purchasing power at the con- 
sumers’ end to take goods off the market. Now, in the twenties a part of 
the excess of savings that was not being taken up even then by our capital 
market was drawn into this consumer financing. 
Hon. Mr. DUNNING: What we call here small loans? 


The WITNESS: Small loans. But, Mr. Minister, we have extended at 
the Sage Foundation our definition from small loans to consumer credit. In 
fact, what was the department of remedial loans and what was our ‘small 
loans research now have become consumer credit. 


Mr. TuckER: Would that include instalment buying? 


es 
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The WITNESS: Yes. ) 
Hon, Mr. Dunninc: Instalment financing generally. 


The WITNEss: Instalment financing generally, pawnbroking, and all loans 
that are made for consumer purposes, the extension of credit, ne ean 


-- book credit. 


Now, when a part of the savings which ordinarily would go into the capital 
markets and would become really productive equipment is drawn off for con- 
sumers’ goods and then you get for any reason, cyclical or otherwise, a diminu- 
tion in general purchasing power being made available to consumers, there 
is this pressure to liquidate consumer credit, and you have very, very quickly 
the money being paid currently on instalment accounts, on small loans, and 
on retail credit going back into capital account. That is, it is again available 
for capital expenditures but since in a declining market or on the down-side 
of a business cycle there is no huge demand for funds for investment, there 
is an accentuation which may or may not account for some of the continuance 


_ of possibilities of cheap money. I have gone to some length on this because 


it seems to us—when I say ‘us’ I am speaking of the labours of the Russell 
Sage Foundation and using their terminology—that entirely apart from the 
social considerations that have moved us in the past to look for regulation 
of lenders and protection of borrowers, there is this large cyclical matter which 
is bound to engage the attention of any government, particularly with the 
growing pressure for intervention of all kinds by government in economic 
affairs. 
Hon. Mr. Dunninc: And because of its effects on the general economy. 


The WitTNnEss: That is right. I had that very definitely in mind, Mr. 
Minister. There is this growing pressure, and if there is no control at all then 
you would have left out of your scheme of reckoning something which is of 


’ high and extraordinary importance. 


The general types in the United States of small loan extension entirely 
apart: from open books and instalment credit are the institutional agencies 
such as credit unions and personal loan departments of banks, semi-philan- 
thropic agencies, what would be called the mont-de-piéeté in France, and the 
personal finance companies which are the commercially regulated lenders. 
Now, the Russell Sage Foundation has ‘spent several hundred thousands of 
dollars in research since 1907; but its initial aim, as I say, was to eliminate 
the loan shark. It very quickly found that although you might have alter- 
native sources growing up, such as philanthropic funds—and one of the 
greatest pools of money that is ayailable to poor people in New York is the 
semi-philanthropic fund, the public loan societies—as alternatives to the credit 
union there still remained a wide area that needed to have a general super- 
vision because of its impingement on society. That was the field of com- 


mercial regulation. So the Russell Sage Foundation for a long time has been 


working on an analysis of the causes of borrowing and how it might best be 
approached in regulation. That has pretty generally been by means of the 
recommendation of the uniform law, which is a model law now in effect in 
about twenty-seven states. These twenty-seven states pretty largely include 
the states with the largest industrial population in the country. 

Hon. Mr. DunNING: Excuse me for interrupting you, but in the United 
States there is no question of jurisdiction. Jurisdiction is wholly state, is it 
not? 

The WItNEss: That is right. In fact the interest provision is written into 
many state constitutions. 


Hon. Mr. DuNNING: It does not enter into the picture. 


The WitnEss: No. In the NRA we felt that there was interstate commerce 
of a character which would allow us to require a code for companies, but that 
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would be mainly for purposes of getting labour standards rather than for 
practices; although there was a very definite drive in the NRA to establish 
consumer protection, particularly for a clear statement of the rates that would 
be charged to borrowers. 

Now, the Russell Sage Foundation considered world legislation and world 
attempts at money lending. There were pretty generally three kinds of 
methods used. One was the free market, sanctioned by Jeremy Bentham and 
which stated pretty generally that contracts were relationships between the 
borrower and the lender and that they were no different from any kind of 
contract or relationship. There was the restraint type which assumed that the 
lending of money in small sums ought to be forbidden, even up to the amount 
of prohibition, or that it ought to be under restraint. We had consideration of 
freedom of contract, restraint or prohibition, ‘and as you probably know, in 
England the leaning is now towards the free market and restraint. I have 
been through the Australian and the Straits Settlement legislation pretty 
generally, and I have made a study of the legislation in the entire British 
Empire. Their legislation has tended to be modelled on the British statement 
of 1900 and 1927: but it is interesting to notice that increasingly they are 
having to widen the area of state intervention and supervision, and also— 
and this relates to what I have said before—attention is being given to 


bring hire-purchase agreements under some sort of general supervision and 
regulation. . 


Our first draft of the uniform law required the licensing of money lenders 
on bond,.a flat statement of the charge, and that required a dip into ice-cold 
water. The first rate was three and one-half per cent a month on unpaid 
balances, because the Russell Sage Foundation felt that very definitely the 
borrower ought to be put on notice as to what his charge was, and that a high 
charge would be a deterrent. There was provision for the keeping of records, 
the type of security and more than anything else, however, even in its earliest 
days the uniform law very definitely went towards assessing the responsibility 
through some public officer. That is the keystone upon which the uniform 
law and its succeeding draft have been built. That keystone was the public 
Officer. Under that system we made a strict and clean cleavage and departure 
from the English System. We felt that there was no other way to afford a 
borrower that kind of protection that he needed. Now, as to that restriction 
and as to whether or not the rate does prevent too wide an expansion of 
borrowing there has been much controversy. But I checked the amount of 
borrowing in Minnesota, which is a loan shark territory and has no regulation, 
with New Jersey, one of the most industrialized populations that we have, 
and found that it was almost the same. In other words, whether the rate 
was about twenty per cent per month as in Minneapolis, St. Paul and Duluth 
and some of the other cities— 

Hon. Mr. DUNNING: We are just getting our breath after hearing you 
mention that rate. 


The WitTNEss: Twenty per cent per month is the prevailing high rate in 
the United States. If I might put a peg rate there I will say that in the states | 
that have not adopted the uniform law the prevailing rate of charge is twenty 
per cent per month. 

Mr. Howarp: Without endorsement? 

The WITNESS: Without endorsement; but very frequently it involves a 
pretended sale of wages. It is collected— 


Hon. Mr. Dunnine: They buy so much of the man’s wages? 
The WITNESS: Yes, any types of usury that he can get away with. The 
volume of business at twenty per cent per month in Minneapolis, which is 


the rate at the present time, is almost equal per capita to the amount in a 
regulated state. 
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Hon. Mr. Dunntnc: Like New Jersey? 

The WITNESS: Yes, which proved to us that, of course, the demand was 
there; that it arose out of the conditions of the people rather than being 
stimulated by the existence of the available agencies. 

Hon. Mr. Dunntnc: Then, to complete that picture, what is the pre- 
vailing rate in New Jersey, the regulated state, with which you are making 
a comparison? 


The WITNESS: Two and one-half per. cent per month on the unpaid 
balance. 


Mr. Puaxton: Is that a flat rate applicable to all classes of loans? 
The WITNESS: Yes. 


Mr. DONNELLY: Do you mean on a small loan, under $500, or what do 
you mean? 


The Witness: In New Jersey it is $300. The limit of the uniform law 
has been $300 and that been kept at $300 regardless of the fluctuation of the 
population, partly for constitutional reasons and partly because our experience 
showed that while there were a number of other agencies, this was the proper 
flat limit. 

Mr. View: Would that be inclusive of all charges, and disbursements? 

The WITNESS: Yes. 

Mr. Vien: All inclusive? 


The WITNESS: Yes, excepting where there were state laws which would 
require some kind of registration fee which would necessarily affect different 
companies. 

Mr. CoLDWELL: What is the rate in New Jersey? 

The Wrtness: Two and one-half per cent per month on unpaid balances. 

Hon. Mr. DuNNING: Covering everything? 

The Witness: Covering everything. I shall come to the discussion on 
the rate later. I welcome this kind of interruption, because I have been a 
school teacher and public speaker for years. In that way I have felt the 
force of heckling and interruptions. It has been rumoured that I like it. 
This uniform law which was adopted first by the Russell Sage Foundation in 
1916 has had several modifications. I am not going to take you through the 
techniques of them, but simply to point out that there has been a decided 
shift of emphasis due to the experience of the 1920’s. The Russell Sage 
Foundation felt very definitely that there was a place for a business to render 
a typical business service in this field. It felt that if it were legitimatized 
there would be capital available. It was not, however, until the late 1920’s 
that the ordinary facilities of the market were available to small loan com- 
panies, so great was the taint on money lending and so great was the con- 
fusion as between money lending companies under strict scrutiny and super- 
vision and the vicious loan shark practices, amounting to rackets in many 
of our cities. But the Foundation had consistently been changing the nature 
of the public officials responsibility under sections 3, 4 and 5 of the draft, and 
even giving encouragement to the exchange of information among the super- 
visors of the various state laws. And out-of that has. come a decided ad- 
vantage, and by the late twenties when they had begun to meet the test which 
our security market puts upon the business and when we had become con- 
vinced that there were in the picture several corporations, competing cor- 
porations I should like to emphasize, whose responsibility and whose accep- 
tance of responsibilities were equal to and higher than most of the American 
industries, we thought that there had come a time in which the emphasis on 
small loans could be shifted. I want to mark that particular point, because 
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there has been confusion about the Sage Foundation and the small loan 


business. Too often it has looked as if the Sage Foundation and the small: 


loan business might have stemmed from the same general body, and of 
course it was to the advantage of those who are opposed to small loan legis- 
lation to magnify that as much as they could. There has never been a time 
in which the Sage Foundation has not wanted to work within the existing 
- frame-work of free enterprise and capitalistic venture, ever striving to bring 
about the kind of business service in this field through business agencies 
rather than from the angle of state subsidies, state socialism or anything like 
that. In all our pamphleteering and all of our appearances before legislatures 
there has always been that emphasis, and that emphasis still is there, mainly 
I think because very gratifyingly the corporations that came into this business 
and those that remained in this business met the test pretty well. I had an 
opportunity under N.R.A. to see what the code of ethics is in practically all 
American business. I can say’ unqualifiedly particularly from my close as- 
sociation with the lending business that if anything the lending companies 
exceeded American business generally. They had found probably that it was 
good business, and they had found they were under a stricter pressure. 
They were under almost constant legislature restriction of course, because 
of their high rate, and if I say so, I do not believe that they ought ever to 


get to the place where the public official takes his finger very far away from - 


their neck. I think that is a very good thing. 

Well, then, the trend of emphasis was very definitely to administrative 
control. There has been a large development in the United States, as you 
probably know, towards administrative law due to complex conditions and 
due to the fact that the general principles no longer are able to be used for 
ordinary executive administration; and our emphasis is very decidedly shifted. 
In our sixth draft we shifted very definitely towards an increase in the powers 
of the state supervisor. We shifted to a demand for official responsibility, 
because we found that if the amount invested was too small there was a 
pressure towards unfair practices. We wanted to establish what amounted 
to a certificate of convenience and necessity of the community before a small 
loan agency would be permitted in a community; and I think our New York 
experience has been very very helpful, because by putting the responsibility 
_in the banking department for small loans— ( 


Hon. Mr. DuNNING: The state banking department? 


The WITNESS: Yes, the state banking department. Then when they 
took up the question of a certificate of necessity and convenience for the com- 
munity they did it with very very high standard rather than as to whether 
it was an outlet for somebody to make some money; and also as to the 
character of the applicant who was at the door asking for a licence. In ad- 
dition to that we went into a wide reporting system, and I have brought, for 
the purposes of the committee, from the Sage Foundation several copies of 
a suggested report which most American states having uniform laws now 
employ. It will give you an idea of how vigorously we have tried to pursue 
the elusive question which accountants ordinarily cover up as to what earn- 
ings and costs are. And again, the desirability of a state supervisor getting 
reports which are available for comparison year by year within his own 
jurisdiction, and for comparison as against other jurisdictions, and for refer- 
ence by means of specific data on offices, which we have also urged. That 
to my mind has been one of the best things towards driving the rate to that 
rate which is economically necessary for carrying on the business. 

Now, we have relied on three things for competition: One has been the 
competition as between the licensees, and while I never as director fomented 
inter-company disputes I never took a pessimistic viewpoint if one of the 
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corporations and another one were to get into some sort of competition which 


_ eled to betterment of borrowers’ rates and protection. There was the competi- 
‘tion of other alternative sources of lendings, such as the Morris Plan com- 


panies—which are of. the Taxative character—and then the personal loan 
departments of banks became quite competitive. There were also the credit 
unions and other agencies. But we relied also on the supervising agencies’ 
regulations of putting a burden on the lender to meet the terms which they 
thought necessary. That is, we felt that you could be crowding the maximum 
rate down to a lower level constantly, that you could shift the burden to the 
strongest member of the contracted relationship to find a means of doing 
business and of making a profit; and that has worked out very well. I can 
recall that when I first came to the Foundation it was assumed that 3-5 per cent 
would always remain the rate even if you got cheaper money and cheaper 
loan bank methods like that; and it is very gratifying to know that that rate 
has been reduced by them voluntarily, and because of this pressure of the 
supervised states. 


Hon. Mr. DuNNING: It has been reduced now to two and one-half per cent? 


The Witness: It has been. I am going into a discussion of rates pretty 
largely. 

I forgot, Mr. Chairman, to make one other statement as to myself. While 
in my capacity as consulting economist, and while out of government service 
in 1935—in fact while I was teaching at the University of Miami—I made a 
study for Clark—Dodge and Company, New York bankers, of one company 
which had applied to them for financing the Household Finance Corporation. 
In other words, I represented the company which was considering whether it 
would underwrite the issue of security for one of the leading small loan 
companies. In that capacity I was able to demand income tax statements 
from the loan company, break-downs, and accounting analyses, and things 
like that, that had never. been freely available to me when I was with the 
Russell Sage Foundation. In that way I added to my knowledge tremendously. 
I, of course, was paid a fee by the banking house as a consulting economist. 
I will speak of that when I get to the rate changes. 


Now, this period around the twenties with which I am more familiar 
saw several changes. It was to see the bank loans, and to see the companies 
tapping the security market. It was also a time of general endorsement by 
social agencies, better business bureaux, local aid societies, junior chambers 
of commerce, labour unions—Mr. William Green, President of the A. F. of L. 
has endorsed it, Governor Lowden, of Illinois, Governor, and later President 
Wilson; and Calvin Coolidge, as governor, had signed a small loans bill: and 
Franklin D. Roosevelt, Governor of New York at that time, signed a change 
in the New York bill that I was sponsoring at the time for the Sage Foundation. 
New York had had a rate which was equivalent to about 2:25 per cent over 
a. period of something like eleven to fourteen years, and no lending of any 
great amount had ever gone on under that particular rate, and the loan- 
shark had come in and had taken the place of the lending that had been 
contemplated by the licensing department. Through the assistance of the 
banking department and our work the attorneys-general conducted a loan- 
shark drive, and the recommendations of the general committee did away with 
the difficulties and expended their loans, and the National City picked up from 
that. It was also recommended that the state small loan law rates be increased, 
which was done under the last term of the Franklin D. Roosevelt administration 
there. We hada new period of very fruitful experience, which was very pain- 
ful for me at times because of the work it caused me. But some of the states 
were reducing their rates. Some of the states that were adopting the law 
were changing their rates, and others were almost rendering their small loan 
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law inoperative by a reduction to too low a rate. I was going to speak very 
briefly about five of them as I know them. One of them is New Hampshire, 
and New Hampshire reduced its rate so that practically all licensed lending 
left the state. New Jersey, after a violent fight in the legislature, reduced it 
to one and a half per cent. The lenders left the state and as a result pretty 
largely the business shifted into New York and Pennsylvania,’ particularly 
Pennsylvania. Later the state raised its rate to two and one-half per cent 
where it had been before. Wisconsin moved its rate down until I think the 
effective rate is about, as I recall from my Clark-Dodge study, about 2-27 
per cent—it is something like that; but that gave a monopoly almost to one 
group. At the time I made my study between eighty-five and ninety per cent 
of all the business was being done by one loan company in the state. Missouri 
reduced its rate to below what we thought was the minimum rate, two and one- 
half per cent, regardless of. how it were fixed; and Missouri has had a 
resumption of loan-shark conditions to such an extent that the attorney- 
general and the Better Business Bureau are moving now towards the restora- 
tion of a higher rate. The West Virginia experience was what you might call a 
theorist’s dream. We had predicted with great brashness that if the rates 
were reduced from three and one-half per cent in that state, which is rather 
sparsely populated, licensed lending would go out and twenty per cent lending 
would come back, and it happened within three or four months. As I say in 
connection with these theorist dreams, too often your prognostications catch up 
with you and destroy you. This one, however, validated our general research 
experience and testing of these states. | 

Other states, however, began to adopt our six draft recommendation, 
which six draft recommendation was what we would call a graduated rate; 
and pretty generally we would allow three and a half per cent or three per 
cent per month on the first hundred dollars of a loan and two and one half per 
cent on the balance above that. That is, if a loan were for two hundred 
dollars, you would pay three and a half per cent on the first hundred dollars 
and two and a half per cent on the second hundred. When the loan was paid, 


you paid off the cheap money first. You paid off the two and a half per cent. 


money first. A number of states experimented with reductions of that order 
and very successfully. To my mind there was no real abandonment of the 
service to which the borrowers are entitled. 


By Mr. Martin: 

@. What was the increase in the rate in New York State under Mr. 
Roosevelt—from two and a half per cent to what?—-A. Rather than trust may 
memory, I will look it up. It was to three per cent per month on the first 
one hundred and fifty dollars and two and a half per cent on the balance. 


By Hon. Mr. Dunning: 

@. That is the present rate in New York?—-A. That is the present rate 
in New York. I think, without making a very serious study of this, with the 
cheapness of funds, that rate can probably be reduced by some variation of 
this joint rate. The New York supervision is very, very good. Under this 
amended law we stiffened the penalties and lessened the possibilities of law 
evasion and things like that to such an extent that when Dewey was prosecut- 
ing the racketeers, he sent one hundred and forty loan sharks to Sing Sing 
under that law. There is a distinction between this uniform law and what are 
permissive rates—extra, beyond the normal legal rate—such as the credit 
unions, industrial banks or personal loan departments of banks enjoy. They 
are permissive rates granted for purposes of competition and so forth, but do 


not allow the state to exercise, in an administrative way, the enforcement of 
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the law. Ina atate like New Jersey or New York, th 

\ : e alertness of 
racketeers is well known, and in the absence of anything except Ouest 
from other lending, very quickly would build up bad practices if the state 
supervisors did not have this weapon constantly available. ° 


By Mr. Martin: 
Q. Mr. Henderson, having stated that you think the : 
; ‘ present New York 
rate could be whittled down, would you care to state what would be the as 
mum in the whittling down process, in your judgment?—A. I think that the 
$150 limit on the three per cent rate could be brought down to $100 and two and 
ae ae per cent on the balance, fairly easily. The costs of doing business in 
ew York are higher than they are in other places, but I a 
that could be done. ay m quite sure that 


By Mr. Edwards: 


Q. All charges are included in that, are they?—A. Yes. As I recall, there 
is no other charge. ; 


Q. No registration fee?—A, No. 


By Mr. Tucker: 
Q. Is that by endorsement or a chattel mortgage?—A. No. That is mainly 


-on the personal loan business which covers wage assignments and chattel loans. | 


Q. Do they not have to register the chattel mortgages?—-A. No, they do 
not have to register. That is usually optional with the lender under this. 


Q. Yes, but to protect the security I would think they would have to 
register the mortgages?—A. Curiously enough the mortgage—the furniture 
is not the lender’s protection. He would go broke if it were. I came to the 
conclusion that the best way to beat the game, if you ever wanted to, was 
to find some way tapping the general flow. of wages and vesting your security 
in the honesty of the common, ordinary person. His reliability with regard to 
payment and his guarantee of payment is probably the best security in the world 
today. Very seldom are these chattels or these mortgages ever used. I have 
here Illinois, and they keep a record of the suits and repossessions. They 
had something like 317,000 loans outstanding at the end of 1936 in the state, 
which would mean, roughly speaking, at least a half a million of loans had 
been made. They had 291 sales of chattels and 263 of them were automobiles. 
I mean, the use of the mortgage is at a minimum. The dependence mainly is 
on the fact that the person has to have the money, and is reasonably grateful 
to be able to borrow it in a quiet, decent, business like way; and he is very 
anxious to keep that credit. To my mind, it is very difficult for most of us 
to get down and understand the real service which a small loan company 
performs. 


By Mr. Coldwell: 

Q. May I ask you a question, Mr. Henderson? How far back do your 
records go with the State of Illinois? What I have in mind is that in 1936 
the repossessions were very small; but in a very spectacular decline, like that 
of 1929, how would seizures be under those conditions?—-A. As I recall, they 
were not very large. In fact, the American Association of Personal Finance 
Companies made an engagement with President Hoover, I think, which they 
later continued under Roosevelt, that they would examine into any threatened 
foreclosure and if it was unfair—if there were not elements of dishonesty on 
the part of the borrower and things like that,—and if there was a real lack 
of capacity to pay, they had a special committee to try to work it out. That 
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was one of the most gratifying experiences from the standpoint of the Sage 


Foundation of Research. That is, there was pressure on the borrower to pay, 4 


the same pressure that goes on all the time as between debtor and creditor; 
and perhaps with the loan company they have better techniques of collecting. 
But it met the test. The small loan lending pretty generally met the test. 


I wanted to touch on something, without being too sentimental. The thing 
that I have like about the Sage Foundation, before I went there, while I was 
there and later, is that they were realistic. They were not interested in 
hypothetical solutions and things like that. They wanted to see something done 
and done quickly today, not forty years in the future. They very seldom got 
sentimental about the small loan law. We felt that, entirely apart from these 
high questions of lofty service and ideals that business speaks about, the thing 
would stand on its own feet, and it did. As to the necessity of having loans, 
there was never any doubt in our minds. Each succeeding year of research 
convinced us that consumer credit,—the necessities for borrowing—were increas- 
ing, that in the absence of a decent place to which borrowers could and would go, 
you would compound the distress, and that the service which the lender rendered 
in a business-like way was far in excess of what was ordinarily realized. Asa 
result, we maintained our position on the flat rate. We defended the lender. 
We kept on with the research. It would have been easy at times for the Sage 
Foundation to drop this thing and say, ‘‘we have done all we could do.” But 
they kept on because they pay believed in it. 


By Hon. Mr. Dianne: 


Q. Might I ask you a question just here, Mr. Henderson? The trend of | 


your experience would appear to indicate that you believe that regulation of the 


loan shark by criminal law is not really effective; that, in fact, regulated 


competition with the loan shark is much more effective? Have I gathered your 
thought correctly?—-A. Absolutely. 


Q. Why is it that the criminal law is ineffective? It is a crime to charge 
the twenty per cent rate, I suppose, even in Wisconsin. Out in Minnesota, it is 
a criminal practice, is it not, to charge this?—-A. Not in some states if it is 
expressed in certain ways; but in many states it is a criminal practice, yes. 


Q. Just why is the criminal law not effective? —-A. The main thing is that 
the borrower needed the money in the first place. That is the reason why the 
borrower seldom undertakes to prosecute a loan shark. The second is that under 
an illegal business, there are all types of concealment. The third thing is 
that you have got to go to court, which costs money, and very often the courts 
do not understand as well as the supervisor gets to understand. 


May I go back to my first contention. It is because, regardless of that high | 


rate, the borrower who needed the money desperately in many cases feels that 
he made the contact and he got the money—what is it our President, Calvin 
Coolidge, said—“‘They hired the money, did they not?” He was speaking of 
war debts. I have interviewed literally hundreds—probably thousands—of 
borrowers; but until the loan shark gets into racketeering, very seldom is thers 


- an outcry. 


Q. You spoke of a drive being made Se the Attorney-General?—A. Yes. | 


Q. Just what does that mean?—-A. The Attorney-General in the State of 
New York invited the borrowers who were being fleeced to send their complaints 
to him. We were working with him behind the scenes, somewhat. We supplied 
the technique. I might as well say that. There had come, from out of the 
unorganized territory in the south, chain loan shark groups that established 
what we call salary buying companies, twenty per cent per month companies, 


A 
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all along the New York Central lines and so forth. One company had gotten 


is high as $128,000 out of the city. 


Q. At 20 per cent a month?—A. Yes, at 20 per cent a month. From a net 
investment of about $16,000 they ran it up until it stood at about $128,000 


-and their.net income per month was nearly what their investment was. You can 


have a drive against that, but if you do not have alternative sources, they come 
right back. , 

Mr. FINLAYSON: Were the regulated companies doing business in those 
districts? 

The WITNEsSs: No; that was in 1928 before the small loan law was changed. 
The loan shark business as generally practised has escaped the sporadic drives 
because—I do not know why I should not say it—next to the politicians they are 
the smartest understanders of human beings that I know of. They always get 
out in a place where they do not get blind red action against them. 

But if the racketeer comes in, that is, of a criminal instinct rather than 
just an off-colour bootleg kind of fellow, then it is very difficult to get to him 
under the criminal law unless you have a long campaign by a very intelligent 
supervisor with some help.’ The law will not keep the racketeer from trying 
something, because he will use force. 

Hon. Mr. DunninG: There are all shades in criminology, really. 

The WITNESS: In New York we had a lot of automobile lending, and there 
they would go out and bump a fellow on the head and take his car from him if 
he did not keep up his payments. 

Mr. TucKER: Where was that, in New York? 

The WITNESS: Yes; in 1928 and even recently. 

_ Mr. Tucker: One of the things you mentioned was this: You said that in 
New York, coincident with a change in the rates, steps were taken whereby over 
one hundred people were sent to jail, At that time there were these legitimate 
companies operating in the States, but apparently as you state, they were forced 
to operate at a lower rate and they were willing to do business. You said 
coincident with your raising of the rates under the administration of F. D. 
Roosevelt you. actually made a drive against the loan sharks. 

The WITNESS: Pardon me. The first drive was in 1928; the law was amended 
in 1930. In 1935.the racketeering ring in New York got into the loan shark 
business, particularly on automobile loans rather than small family loans and 
built up a very terrifying business. But Dewey struck it down by using the 
penal features of the law as amended in 1930. So there were two drives. 

Mr. Tucker: Then was it the drive in 1930 or the one more recently in 
1935; which did you say? 

The WITNESS: 1936 and 1937. 


The CHAIRMAN: Mr. Tucker, the people in the rear of the room are trying 
to hear you but can not. I think you had better speak a little louder. 

Mr. TucKER: What I had in mind was this: I take it that after the bill was 
passed by the Roosevelt administration in New York these companies were 
operating thereunder, still the loan sharks entered the field? 

The WITNESS: That is right. 

Mr. Tucker: And it was then necessary to crack down on them very 
drastically by criminal law? 

The WITNESS: That is right. 


Mr. TUCKER: Does that not indicate, then, that when they enter the field 
even at this rate there is the type of borrower that the legitimate companies 
will not lend money to, and that you are, after all, only covering part of the 
field. If it is necessary to cover the field with the criminal law, why can you 
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not cover a wider area than you are trying to cover? You have got to cover it 
anyway to protect certain people from racketeering practices, so why can you 
not cover it in regard to people who legitimately borrow and who do pay 
back—people to whom legitimate companies will loan money? 

The WITNESS: Most of this lending racket that Dewey broke up was in 
New York city. It was in connection’ with automobile loans rather than with 
what we call family loans or the usual loans made by the licensed loan com- 
panies. A lot of those loans were made ignorantly; that is, the borrower does 
not know the difference between a licensed lender. and a non-licensed one. These 
racketeers had pluggers and cards and solicitors—all the trappings and pull-in 
stuff that the old loan sharks had, and once in, he was pretty tightly held. Now 
that was being done, as I say by a criminal class, a racketeer class tied right in 
with the big ring in New York.. And that thing cannot, in my opinion, either 
be stamped out by competitive lending—I make no claim here as I want to be 
very careful on this point. You can have thirty million dollars out by the 
National City Bank in small loans, you can have fifteen millions dollars out by 
the credit unions, and you can have three or four millions out by the personal 
loan companies, and in a large city the size of New York, you can still have that 
kind of viciousness. There is no way, Mr. Tucker, of meeting a doctor’s bill by 
the criminal law. That is the reason for small loan licensees. You can make 
usury a high crime—flogging, or death to the lender and borrower both, but that 
will not meet the needs and the demands that come from emergencies that spring 
up in the low income group. | hey 


Mr. Tucker: But if you have got to send people to Sing-Sing, as you 
say, even though you provide these facilities, then the actual borrowing of the 
money at these high rates of interest does not arise out of the needs of the 
borrower but out of the activities of the lender; otherwise, if these people 
could get money at cheaper rates you would think they would get it and not 
go to the loan sharks. Why is it necessary to have the criminal law on top 
of that and send people to Sing-Sing? It must be that it does not arise out 
of the necessity of the borrower so much as it arises out of the tactics of the 
lender. 

Mr. Epwarps: It strikes me that it does arise out of the necessity of 
the borrower rather than out of the activities of the lender. 


Mr. TuckKER: Then these companies cannot be covering the field. 


The WITNESS: The small loan companies, licensed companies, do not cover 
by any means the entire field and the demand for loans. There is no question 
about that. We used to have at my office a constant stream of people coming 
in for whom there was no agency available that could loan to them, I mean, 
at the ordinary going rate, as the risk was entirely too great. 

Mr. TUCKER: ‘But these companies only cover the people who are able to 
pay, who are good risks, but the person who is a doubtful risk is not helped by 
this legislation at all. 

The WITNEss: I would not agree. It depends on what 
risk. You mean a good bank risk? No. The man ds agate is ti 
personal finance company usually is a fellow who cannot satisfy the require- 
ments of the bank or a credit man or who has not immediately available two 


endorsers to stand good for him, or who has not any jewellery which he can 


hypothecate with a pawn broker. All that he has sot usually i i 

in the community of meeting his debts when he cone paying rie ae ee 
has reasonable prospects of employment. Now that fellow is a good risk for 
a licensed company at the rate they charge. You get beyond him into the 
type of fellow who has no job, who has nothing on which anybody would make 
him a loan, and then they can get a tremendous high return from him very 
quickly, and exercise some kind of terror on him usually, causing him to lose 
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ar:) job: or something like that, or take a wage age Arrest: Under this law 


we pretty generally limited the use of wage assignments, so that the borrower’s 
job is not put in jeopardy by applying for a loan. There is that group, and 
if you did not have the licensed lenders, however, then the hundreds of thou- 


- sands of borrowers who do go would go as they do in Minnesota only to the 


high rate lenders. There are in Minnesota right now probably 65 per cent— 


I think at one time it was 70 per cent—-of persons who would be good risks 
for licensed loan companies. I had an opportunity to check one time as to 
the type of customer who went to the loan sharks’ office. We found some 
records in a raid and I made an analysis of the line of credit there, and I 
thought that about 70 per cent of them would be good risks for licensed loan 
companies at probably one-seventh of the rate that was charged. A lot of 
those cases are gambling cases. A lot of them are cases where men borrow 


' without their wives knowing anything about it. <A lot of them were cases 


where they already had loans with other agencies which they were not paying. 
Mr. TucKER: I will tell you one of the things that bothers me. I do 


7 not know whether you considered it at all. These people who borrow at rates 


of 25 and 3 per cent, according to the records of the companies, pay the 
money back and the interest just as well as people who make large loans 
under our regular banking system. The question that bothers me is this: We 


have given the banking system certain rights to expend credit roughly ten 
_ to one against their cash reserves and so on, in order that they will be able 
- to make credit available cheaply to the wealthier members of the community.. 
- If they did not have that right to furnish and expand credit, and so on, if they 


had to lend the actual money, they could-not lend it as cheaply as they do. 


If we set up a banking system that enables the wealthier members of the 


* community to borrow money, by virtue of being able to expand credit in that 


way, have we not got some obligation to make credit available cheaply to 
the poorer people? In this regard we have simply got to say this is the rate 


that is necessary without giving them any rights such as the banks have to 


loan money to the wealthier members of the community. 
Mr. Epwarps: Why say ‘“‘wealthier’’? 
Mr. TucKER: It is the wealthier members— 


The CHAIRMAN: Gentlemen, I would suggest that Mr. Henderson be 
allowed to finish his statement. 


The WITNESS: I would like to answer. I have probably worried more 
hours about it than you have, Mr. Taylor. : 


Mr. Tucker: I would like to hear you. 


The Witness: My feelings on the question of the banking system are 
not perfect, but I have always felt, or at least the Sage Foundation has always 


_ felt, that there was a much larger area in consumer credit that the banks could 


satisfy than they are presently satisfying. How far that could go I am not quite 
sure, because of the fact that it is the depositor’s money. That is the key 
question. It is not money put at risk for the purpose of gain. That, Mr. 
Minister, is the essential difference.. We have had a tendency in the United 
States, as you know, to encourage personal loan departments of banks that will 
make loans on three-name paper—two endorsers. The federal reserve system 
has been giving increasing attention towards making paper arising out of a 
consumer credit transactions available for discount with the idea that a saving 
would be passed on. Now there is somewhere a limit to which the banking 
system can go, but they have not anywhere near probed that limit yet. The 
Russell Sage Foundation never thought that the banking system, the philan- 
thropic companies or the co-operative credit societies could ever absorb the 
entire field, and we were‘not, as I say, willing to wait as enthusiasts of the 
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credit union would have liked us to have done until the banks did that. There 
were before us hundreds of thousands of people right then paying twenty per 
cent a month and becoming charges on society, something adding to the welfare 
burden. 

Now, I believe that what you will eventually need to come to—and I think 
Canada can profit by our experience mainly—is to catch this thing early and 
provide some help to your credit unions. I have always felt that if the 
Canadian government had helped Alphonse Desjardins when he started and 
took up the idea you would have had a much better rural credit system than 
the one you have to-day, and you would have had a lot of avoidance of the 
pressure that you now have. I believe your banking system could go a 
certain distance, limited always by the thing which is the strength of your 
banking system, and that is the availability of depositors money on demand. 
I believe that you could avoid the excesses of hire-purchase instalment selling 
if thé supervising agencies before us are expanded so that they would include 
money for research and observance of recommendations to parliament. I 
think very definitely that anything you can do towards getting uniformity 
in regulations through a dominion law is well worth while, particularly to 
avoid any possibility of the chain loan shark methods, which was one of the 
toughest things we had to avoid, because they bring to this interest field 
ingenuity, money, and a tremendous amount of bribery and extraordinary 
legal talent and so on; so much so, that they. become a social sore. I believe 


you are moving in the right direction but I would rather think, Mr. Tucker, : 


at 
a. 


that here you would probably move in two directions: first get general | 


oversight over the whole field of consumer credit through the state agency; 
and secondly have a prompt set-up of the commercial agencies on a basis that 
would have a clear right to forbid overcharges and outline the security and 
flexibility that is desired when you talk of cempetitive bases, and lay down 
the rate under which the business can operate. That is the highest form of 
a democratic competitive system, competition on the rates that are set down. i 

Hon. Mr. DUNNING: You appreciate our jurisdictional difficulties? 

The WitTNEss: I appreciate that. 


Hon. Mr. Dunwnine: In the hire-purchase field with respect to the 
property and civil rights, etc. ’ 

The WitnEss: I have been through it, and went through it some years 
ago. I have been trying to keep away from things on which I am stale. 

Hon. Mr. DuNNING: Property and civil rights is within the competence 
of the province when the transaction is one wholly within the province. That 
is a difficulty we come up against. | 

The WITNESS: We had similar difficulties, Mr. Minister, in Which I had 
to make up my own mind. I had to make up my mind first of all as to what 
was interest and what was not interest and whether a thing was a loan or 
whether it was not. We came to the conclusion that—we used to say if you are 
going along the street and a flower pot falls down and hits you on the head the 
cut is just as bad, whether it was an accident or whether somebody threw it. 
Now, from the standpoint of the borrower, regardless of these fine-spun 
legalistic distinctions—and I indicate my bias against the legal profession 
here— ) 

Hon. Mr. DuNNING: Mr. Tucker is a lawyer, so you had better be careful. 


The WITNEss: It is a cost to the borrower and a diminution of his ability ~ 


to live a more decent.and wider life. We made up our minds that so far as 
possible we would cut straight across these things. 

Hon. Mr. DUNNING: You were dealing in the United States with individual 
states. 


“ ~ 


4 _. The WITNEss: Yes, but also with state laws and precedent decisions as to 
_ whether the thing was purchase wages or not. The loan sharks had already got 
- in there and had obtained a decision from the. state supreme court with regard 
_ to a certain transaction on an agreed set of facts. When we found that we 
_ decided we would break it, because we knew in a multiplicity of the contracts 
* that were taking place there were pretended loans. 


Hon. Mr. Dunninc: You always knew the state legislature was supreme? 


The WITNESS: Well, after we had been to the Supreme Court three times 
_ and they refused to take jurisdiction, I believe we did. 


Z Mr. Martin: I just want to follow up something that Mr. Tucker has raised 
- in connection with loans made by banks. Having in mind your experience with 
_ the National City Bank of New York, is there any class in the state of New 
_. York that the National City Bank cannot reach in respect of small loans, and if 

there is would you mind explaining it? 

The WitNESs: Well, the National City bank type of loaning is usually for 

higher amounts than the average borrower borrows from the small loan com- 
_ panies, and there is a requirement of two endorsers. The average householder 
has great difficulty and has a certain reluctance in satisfying these requirements, 
_ since the amount does not warrant all that trouble. Sometimes a man who 
_ might by scurrying around to get the endorsers prefers to go to a pawnbroker 
or a small loan company for his credit. In the main where you have credit 
unions and a personal loan department of banks, personal finance companies 
and such a wide luxuriant growth of instalment selling, your borrower tends 
he to pick the one which is available and with which he is familiar. He tends to 
_ go down the line as to his class of credit risk. 

; Mr. DONNELLY: You have a fixed rate of interest in the banks that the 
banks cannot go beyond? | 

_ The Witness: In New York state, yes. 

Mr. DONNELLY: What is that? 


The Witness: I think it is six per cent discount repayable by instalments. 

_ Limitation, with certain minor fees. The National State bank cost of lending 

_ is among the cheapest that there is. There is an awful lot of small businessman’s 

loaning that goes on with the National City bank in which a businessman with 

no established line of credit does not have to maintain compensating balances 

_ and is under caution to pay out of his weekly receipts, rather than a straight 
out-and-out consumer purchasing. 


Mr. Martin: That would not come under personal loan companies? 
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The Witness: No, they are under a separate statute. 
Hon. Mr. Dunninc: Under the banking department. 


The WITNESS: Under the banking department. But at the risk of being 
wearisome I should like to emphasize the high desirability of state supervision 
_ of the bank department. Once that business started to assume large proportions 
_ they went into the legislature and asked for special legislation because of the 
peculiar character of the consuming credit that segregated it from the ordinary 
banking credit. That is, they recognized—the alert banking department—that 
_ this was something where there were other tests to be applied and that the 
borrower ought to have other guarantees. 


Mr. TucKER: Our banking system grew up to finance production, and as you 
point out now there is a tendency for wealth to confine itself in positions where 
it is not immediately available for purchasing power, and the result is that there 
is an apparent lack of purchasing power through that maldistribution of wealth, 

_ you might say. Now, it is very important that if a system is to function at all 
there should be a corresponding building up of the system to finance purchasing | 
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power as we have built up the banking system to finance producing power. Are 
we not simply trying to attack this thing in a make-shift way? Are we not 
failing to go to the root of the problem? Should we not go to the assistance 
of the banking system so that they may be able to finance purchasing power the 
same way as they are financing producing power? We have given the banks in 
this country the right to loan on a ten to one basis, expand their credit to that 
extent; if they had not that they could not give credit at the rate that they do 
now. ‘Should not we give the same privileges to society in order to finance 
consumption? 

The Witness: That is right. I hope that is what I have been saying. I 
want to. go further back. If you want to go to the root, I think the root is 
the maldistribution of income of most of the extra-legal borrowers. 

Mr. TucKrer: What I am getting at is this: you are financing production. 
Our big producing concerns in this country pay five and six per cent. Now, 
there are people who get credit to that extent because we have set up a banking 


system which gives the banks the rights to expand their credit. Can we hope, - 


on the other hand, and is it fair to expect people who are going to do the buy- 
ing to pay as high as thirty per cent, because we have refused to give the 


same rights to society to expand its credit to finance purchasing power as we ~ 


have given the banks? In other words, can you finance producing power at 
five per cent and hope to balance it by consumer power at a rate of thirty or 
forty per cent? 


The WITNESS: Well, in the first place, I as not think that they are oppos- 


able at all. In the second place, the financing of production is less many, 


many times the financing of consumption. I think there are things inherent 
in the nature of the risk and the cost, particularly, of doing business 
which makes the higher rate on the consumption side absolutely necessary. 


The actual cost in dollars of loaning in small amounts was double and : 


treble the whole interest return of the producer’s notes, most of which is pure 


interest; that is, a reward paid for the use of funds. It is the cost, the actual — 


cost. There would be very little. You could multiply the ratio probably one 


hundred to one, if you wanted to, rather than ten to one, for the same amount — 


of credit and you still could not get away from the fact that to send a clerk 
out to investigate the ability of a worker to pay will eost you a certain amount. 
It will also cost you when collecting that money in small amounts. Every 


time that you make an entry is costly. That probably will run around one — 


and one-half per cent a month for actual pocket outlay. What makes the rate 
seem so high, Mr. Tucker, is because these charges are applied against such 
small] amounts of money. 


Mr. Tucker: It would be higher if it were applied against a Jarger amount 


of money. 
The WITNESS: No. 
Mr. Tucker: Is not the reason that the banks loan money so cheaply due 


to the fact that they get the funds they loan so cheaply; and the banks loan © 
their money to protective enterprises. If they had to get their money in the © 


same way as the small loan companies do, in other words, if they had to pay 


6 per cent for it, they would not be able to loan at 6 per cent or 5 per cent. 

The WITNESS: There is another factor which enters in there, and that is 
that with these loans in large amounts the cost of investigating the borrower is 
less. 


Some Hon. MEMBERS: Hear, hear. 


The Witness: There is another factor which enters in there, and that is — 


“is usually of a character that can be transferred; and then they also have this — 


ten to one ratio. But, outside of the cost factor as applied against the average 


fala 


BANKING AND COMMERCE 323 


size of the loan, there is no way, in my opinion, even if you multiplied the rate 
of expansion up to one hundred to one, that you could get it down to a com- 
parable ratio. ° 

Mr. Tucker: I do not see this— 

Hon. Mr. Dunnine: Mr. Chairman, a question is one thing. Mr. Tucker 
is a lawyer. We ought surely to accord some courtesy to the gentleman who is 
A making the statement. 

s! Mr. TUCKER: I did not want to interrupt. I want to get all I can from 
this witness, but I think it would be hardly fair for me to interrupt. 

Hon. Mr. DUNNING: We want to get on. 

Mr. TucKER: There is just one other question I wanted to ask. The point 
I wanted to make is this: I suggest that the cost of credit to the small loan 
company by the state is made much higher than it is to the commercial bank; 
is it not fair to say that if you gave the same consideration to a system whereby 
we might make the cost of credit to the small loans companies somewhat the 
same as the cost of credit to the commercial banking system it would benefit 
the borrowers? : 


we The WITNESS: Let me answer that in this way: I believe that if deposit 
money were available for small loans there could be a reduction in the cost of 
loans to customers. I do not believe that even if they got their money for 
nothing you could hope to approach the banking rate of interest for consumers, 
and the result of that would be that you would have to have an extra legal rate. 
But more important than anything else to my mind is not the rate as between 
the two fields so much as it is the factor of state supervision over that entire 
field. That saves more for borrowers than any difference in the small loan. 
rate. That is why the English thought proper before they began to determine 
what is an unconscionable rate to provide for about four per cent a month, 
and so forth. They have a different attitude entirely. We dealt with the matter 
differently. We have never felt that the rate was half so important as the 
surrounding conditions for the protection of consumers. 
Mr. DONNELLY: Do you not find that when you push the rate down you 
narrow your field of loans? 
The WITNESS: Yes, very definitely. As your average loan goes up it 
excludes the more necessitous borrower. The state could I believe after a 
period practically decide which class of borrower will be served by the way 
it pitches its maximum rate, and its burden of rate. It can do that if it wants to. 
a Mr. COLDWELL: Don’t you think that the growth of large accumulation of 
wealth by individuals would be a factor in driving down rates in the future? 
The WITNESS: You mean, in small loans? 
Mr. COLDWELL: Yes. 


The WITNESS: The thing which it tends to do is to make more funds avail- 
able for open credit. 


Mr. COLDWELL: You say it makes more funds available for open credit? 
The WITNESS: That has been the experience. 


Mr. COLDWELL: If this credit is not being taken up it will seek a new field, 
will it not? 


The WITNESS: Yes, 

Mr. COLDWELL: Is not this one of the fields it would seek? 

The WITNESS: This is one of them, yes; but it is more likely to enter into 
the competitive field for established securities, driving your security rates up. 

Mr. Martin: Most of your remarks have been confined to the United 
States. Has the Russell Sage Foundation covered other countries as well? 


*~ 
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The WITNESS: We made a special study of the British situation, and I am 
leaving with your chairman a copy of ‘“‘“Money Lending in Great Britain,” a 
report that we have made. Then, we have kept track of the trend in Australia, 
New Zealand, in the Strait Settlements, in India, Assam, South Africa and West 
Africa. We have kept up as closely as we could with other countries, but we 
have specialized more in co-operative banking arrangements there. One thing 
we noted was pretty general. In the Commonwealth they have been tending 
toward the requirement of the borrower getting a legal statement; that he 
have a book of some kind, with a contract, to be available, to be open if it were 
a case of hardship or unconscionable rate. There has been a tendency to limit, 
as in Tasmania. Tasmania used to have a rate of 100 per cent. It is down to 
50 per cent now, as I recall. There is a tendency in Great Britain—all the small 
loans do not pay much attention to the 40 per cent determinative. However, 
the significant thing from our experience with respect to Tasmania is that they 
are borrowing and moving towards more protection to the borrower through 
the state. 

Hon. Mr. Dunninc: In Great Britain it is only operative frown, the 
courts, isn’t it? 

The WITNES: Yes. 

Hon. Mr. DUNNING: It is Agtermined in each aa ne case. 

The WITNESS: That is right. 


Hon. Mr. DuNNING: And ‘unconscionable’ does not come into it at all 
until it exceeds four per cent a month. 

The WITNES: That is it. 

Mr. COLDWELL: How long is Mr. Henderson going to be with us, because 
we want to hear as much from him as we can? 

Hon. Mr. DUNNING: I would like to see him have an apices to finish 
his statement. 

The WITNESS: I have practically finished. I had a ened ete about the 
general desirability for supervision. 

The CHAIRMAN: Mr. Henderson would you like to get away this afternoon? 

Mr. PLAXTON: Perhaps I could direct one question which would bring 
Mr. Henderson’s remarks to a head. What scale of rates does the Russell Sage 
Foundation now recommend; and to what brackets of loans are they applicable? 

The WITNEss: I think in a new community in our state (New York State) 
the Sage Foundation would recommend about three per cent on the first 
hundred dollars of a loan, and two and one-half per cent for all amounts 
above that. 

Mr. DONNELLY: You are very strongly in favour of state supervision? 

The WITNESS: Yes. Again I would say that the nature of the Act and the 
character of the supervision is much more important. We have had more gains 
from the work which the state supervisors have been doing in their own 
jurisdiction by exchanges through their own association than through any 
other single factor, outside of the compelling character of competition in recent 
years. The state reports that I went over in the last ie days show that very 
very thoroughly. 


Mr. Howarp: You stated a few moments ago that you thought one of the 
best suggestions was to have a certificate of necessity; who could give that? 


The WitTNEss: The state supervisor. We had in mind something of the 
Oklahoma Ice case, in which a dissenting opinion was given by Mr. Justice 
Brandies. When you come to a place where extra units really do not add to the 
convenience of the community the community really ought to have something 
to say about it. | 
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Mr. TucKER: What time do you wish to leave this afternoon? 

The WITNESS: I wanted to get a train so as to get back into New York 
to-night. 

Hon. Mr. DuNNING: Then, you could get a train at 5.55 out of Montreal 


‘which would get you into New York City to-morrow morning. 


The CHAIRMAN: The minister has pointed out that to-day is private 
members day and suggests that we might have difficulty in getting a quorum. 
Is it your pleasure that we should meet this afternoon? 


Some Hon. MEMBERS: Yes. 
The CHAIRMAN: Then, unless Mr. Henderson might like a little relaxation— 
The WITNESS: Oh, no; this is meat and drink for me. 


Hon. Mr. DUNNING: Before we adjourn I would like Mr. Henderson to 
think if he can of one thing before we meet again, and that is the relationship 
of our essential differences to the systems he has been discussing, the main 
essential being that this is a national parliament attempting to secure national 
control over this business but complicated by the fact that the provinces, 
which correspond to your states, have certain constitutional powers not yet 
clearly defined by judicial decision in relation to this problem. I am thinking 
not of asking you questions relating to jurisdiction, Mr. Henderson, but that 
you should turn over in your mind what these differences apparently are, and 
the necessary qualifications which would be introduced by the known differences 
in your suggested techniques of control. For instance, just to illustrate if I 
may. You mentioned the desirability of extending this field into what is now 
one of the biggest aspects of it; that is, the hire purchase—the automobile 
loans, the refrigerator loans, and all the rest of it. Of course, this is a national 
parliament in Canada trying to deal with a problem. Wherever chattel 
security is taken, as in the case of automobiles and refrigerators and all that 
type of credit, that is within provincial jurisdiction. 


Mr. Epwarps: Are not all of these provinces in union with the federal 
government, Mr. Dunning? 


Hon. Mr. DUNNING: Well, I have not found complete unanimity. If you 
could give some reflection to that we are anxious to do something with that.” 


The WIitTNEss: I will do that. 
Mr. ViEN: Have you had occasion to study the systems of legislation 


prevailing in countries outside of the United States and Great Britain—for 


instance, France or Germany or other civilized countries? 


The WitTNEss: Not to any extent to present any definite information. 
The German small loan system revolved mainly around the two great systems - 
of credit unions, and outside of that there was the usual loan shark and the 
pawn broker. In France there has been a great reliance on the pawn broker 
and the credit societies, and there has been very little regulation of the 
so-called industrial money lender. 


Mr. Vien: Are you familiar with the rates of interest in these countries, 
the maximum rates, if any? 


‘The WITNESS: No. 


Mr. Martin: In those states where the uniform law prevails, what is 
the lowest rate? 24 per cent, is it not? 


The WITNESS: The lowest operating rate, and I mean by that where there 
is licensed lending, is about 24 per cent, except for Wisconsin. Wisconsin 
has a rate of 23 per cent on the first $100, 2 per cent on the second $100 and 
1 per cent on the remainder. 90 per cent of the business is done by one 
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company, and the average rate is 2:28 and 2-30. It is a little ‘bit above 23 
per cent. But pretty generally you can say that any rate below 24 per cent, 
under uniform law, gives only a very, very highly specialized loan service. 

Mr. Martin: Below? 

The WITNESS: Yes. 

Mr. PLAXTON: Does that invite the loan sharks? 


The WITNESS: It does. In connection with Missouri, the Sage Foundation 
showed me correpondence that they had received recently from the attorney- 
general, the Bar Association, the Better Business Bureaux and a number of 
other quasi public agencies, to the effect that they were seriously bothered 
by the high rate lender, and that the companies that were licensed were 
selecting their risks to such an extent that they did not get what they had 
been getting under the old system. Now, Missouri is traditionally a very, very 
bad state for loan sharks because, frankly, there has been a tie-up between the 
political machine and the loan shark gangsters for some time and it never has 
been adequately cleaned up. 

Mr. PLAXTON: Would it be fair to assume that if we drove the rates down 
to Wisconsin levels it might result, first, in a monopoly here in Canada, and, 
secondly, give encouragement to the development of. the loan shark business? 

The WITNESS: Separating your propositions, I think if you did put your 
rate at the Wisconsin rate you would have a tendency towards concentration 
of the business, and I think you would have recurring trouble with high rate 
lenders. 

Mr. McGEER: What is the situation in Wisconsin now as a result of that? 

The Witness: The situation was pretty fair the last I knew about it. 
There is an alertness on the part of the Wisconsin authorities that you do 
not have in some of the other communities. Wisconsin is, as you probably 
- Know, Mr. Chairman, a state like Massachusetts which has been very, very 

alert as to the rights of the public. There is some high rate lending, but it 
is not of tremendous importance there. : | 

Mr. COLDWELL: What factor are the credit unions in Wisconsin? 


The WITNESS: The credit unions are quite a factor because there is decided 
encouragement by the state, and, in addition, Wisconsin is one of the two 
states that has moved on instalment credit to bring it within regulation, and 
they have general supervision over automobile instalment financing. I think, 
' Mr. Coldwell, that encouragement of the credit unions has been very, very 
helpful there, plus the fact that the United States government has had a very 
definite policy for encouraging national credit unions, and there has been 
a sympathetic reception of the federal government’s activities ir’ general to 
credit unions in Wisconsin. 

Mr. Tucker: That is, they had paid organizers both by the state and by 
the federal government? ; 


The WITNESS: Yes. 

Mr. McGerer: What is the population of Wisconsin? 

The WITNEss: I do not know. ~ 

Mr. COLDWELL: It is a thickly populated state. 

Mr. McGEER: The question I asked before was, what are the provisions 
as to supervision as to money lending activities in the state of Wisconsin. 


The WITNESS: As I recall, and I am a little bit rusty, it is in the same 
Commission that administers the utility in railroads and banks. Do you know, 
Mr. Finlayson? 


Mr. FINLAYSON: I think that is right. 
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The WITNESS: It is a very high type of commission, Mr. McGeer, and a 
very alert one, too. Organized lending business had some difficulty in getting 
started there despite the fact that one of the biggest loan shark chains had 
its office there. 


Mr. McGrEer: They have, I take it, power to step in and investigate the 
books of anybody engaged in the business of money lending? 

The WITNESS: Yes. 

Mr. McGrer: And you would consider that an essential factor in the 
supervision of money lending? You have noticed that in our Money Lenders’ 
Act we have no such powers at all. There are really no supervisory powers 
here at the present moment, unless there is a violation of the Act itself when 
a charge can then be laid under the Code. Even then there is no power to 
investigate what is going on outside of a specific charge being laid. You recog- 
nize that as a hopeless situation as far as supervision is concerned? 

Mr. QuELCH: Should not the rate of interest on renewals be lower than 
the rate charged on new loans in view of the fact that the cost of the invest- 
ment has already been met? 

The WITNESS: There is quite a dispute about that and, frankly, Mr. Quelch, 
I am not prepared to say. On a small loan, if it is repaid very quickly, the costs 
are not covered. We have preferred to look at the general matter of lending 
rather than at the specific and individual transaction. We have tried to provide 
as wide a line as possible for free operation under the law and still give 
intensive regulation in the interests of the borrower. I cannot give you a very 
satisfactory answer to that. 

Mr. DonNELLY: If a man is not able to pay a small loan the risk could 
not have been so good as you thought it was. 

The CHarRMAN: Mr. Kinley was asking a question and was interrupted. 


By Mr. Kinley: = 


Q. You think that the chartered banks in the United States cover a larger 
field of loaning than do the Canadian banks? I understand the chartered banks 
in the United States loan money on real estate and take securities. They are 
not allowed to do that in Canada.—A. Well, they did. 


Q. And came to grief?—-A. Their experience with that kind of security has 
been unfortunate, I would say. If you do not mind I would rather we did 
not get into a discussion on the relative merits of the American and the Cana- 
dian banking system except to say that I am a great admirer of your system 
as against ours. 


Q. I was trying to establish that there might be a greater need for loan 
companies by reason of the fact that your banks are more local than ours and 
make loans that our banks are not allowed to make in this country.—A. I 
could not pass on that. If I might make one statement on that, I should say 
I think there is some gain very definitely in not having a plethora of loan 
agencies because it gets to a place where the lender has got to make money 
and has to have his money out and there is an encouragement for credit 
that we have always frowned on. 


Q. Your idea is the banks should get away from that kind of business?— 
A. No. Our idea very definitely is that the banks or credit unions ought 
to get every bit of the business that they can. I am glad that you brought that 
out because I want to make it very, very clear. The Russell Sage Foundation 
has always felt, as I said this morning, that there was a wider area for the 
banks on consumer credit and that the banks generally had not pre-empted 
that area yet. We have always hoped that they would go into it much further. 
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When the national city system was set up we spent a tremendous amount of 
time working upon that, based upon what has been the deterrent in schemes 
for consumer borrowers, and gave a great deal of encouragement to it. With 


regard to credit unions, we feel that the area ought certainly to be extended. | 


Q. By the banking field?—A. Yes. 


By Mr. Tucker: 


Q. The question I should like to ask is this: I have grave doubts about 
the real value of credit at such high interest rates, if the persons getting it are 
permanently turning over part of their salary to the people who are giving them 
the use of the credit indefinitely. I was just wondering if your Foundation 
has made any investigations as to the extent to which once these people make 
loans at these rates of interest they continue to owe some small loan company 
permanently the same amount of money. That is, they may have one company 
who they will borrow from and then they will go to another company to obtain 
money to pay the company from whom they borrowed in the first instance, and 
so on. I was wondering to what extent these loans are really loans that are 
paid for and to what extent the person, once he gets a loan from these small 
companies, thereafter permanently contributes to the exchequer of the small 
loan companies?—-A. Well, the federal government has just finished a study 
of the income and disbursements of the largest sample that was ever taken on 
an absolute income and outgo basis. It shows the general annual income 
varying in different states, and that anywhere from twenty to thirty per cent 
of all families are compelled to spend more money in a year than they earn. 
In other words the balancing of the budget does not go on in a large number 
of families, because of the high cost of medical attention, legal needs, inter- 
mittent employment, and the fact that money comes in in driblets and there 
are substantial expenditures to be met. 

The small loan company is the residuary legatee of all of the difficulties 
in meeting the budget that many many families have. The small loan company 
is the company that lends the cash, and cash is the solvent for many of the 
difficulties. It inherits, for example, the difficulty of balancing a budget when 
a car or a refrigerator or some other physical item sold on instalment credit 
has to be met or the loss of the particular goods take place. 


Mr. VIEN: Repossession? 


The WITNESS: Or the goods will be repossessed. There is a large amount 
of renewal; and we have always been uneasy about this—I speak very frankly — 
but we have felt very definitely that the largest part of that was not due to 
the drive of money lenders to keep. their accounts settled, although that is 
always present. We have felt that the maldistribution of income, the failure 
of large groups of people to have enough consistently to have a decent standard 
of living was responsible more than these agencies, which, as I say, are the 
residuary legatees of a lot of the balancing troubles. For that credit they 
pay a very, very high cost. Let us not misunderstand that; but it is a necessary 
one. As you know, the Russell Sage Foundation is very close to all the charitable 
organizations, welfare societies and things like that, and we felt that although 
there was a tremendous amount of disservice done by pressure for renewals and 
things like that, that the absolute economy service rendered left no question 
about it at all. 


By Mr. Tucker: 


Q. If eighty or ninety per cent of the people who get these small loans 
to pay doctors’ bills remain thereafter in the hands of small loan companies, 
is not there grave doubt about the value of the service rendered to that person 
in lending him money and he thereafter having to pay interest indefinitely on 
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that loan?—A. I do not think that is the picture. Certainly nothing in my - 
experience or in the experience of the supervisors of loan companies that do 
the auditing and hear the complaints would lead us to believe that. If that 
were true, Mr. Tucker, I do not believe that the small loan law, starting at 
as much of a disadvantage as it has, would have ever stood all the public 
pressure that has been put on it. I do not feel that in these individual cities 
they could have obtained the support of the local aid societies, the better 
business bureaux, the junior chambers of commerce and the social agencies to 
public presentation of a case at a legislature when there is an attempt to repeal 
the small loan law or to modify it so that it is unworkable. That, perhaps, 
is the best testimony that we ever had as to that fact. 


Q. Is not that the main reason why—you presented it yourself—you have 
these exorbitant interest rates? If you do not have them you turn the field 
over to racketeers whom you cannot control, to charge more, and you cannot 
stop their preying upon the people. Is it nct something like the dope traffic? 
We say we cannot stop the dope traffic therefore we will let them take dope of a 
less vicious quality?—-A. I do not accept any analogy with the dope traffic. 
I submit that the paying of a medical bill is not analogous with the dope 
traffic at all. 

@. If you do not pay the medical bill at once you can pay it by instal- 
ments just the same as you pay the small loan sharks, and you will have 
some money. If you do not pay these high rates of interest you will have some 
money to pay the next medical bill?—-A. You mean you cannot pay a medical 
bill or a hospital bill by instalments? 

@. Yes, I can. 

. The CHAIRMAN: The witness has only an hour or so to catch his train. 

Mr. TucKER: I do not want to take up too much time. 


Mr. McGEer: I should like to ask this question, and I will give it to you 
so that you can frame your answer to it. I have been asked by Mr. Walker 
to ask this question: What is the name of the company which you say is 
doing ninety per cent of the business in Wisconsin? 


The Witness: That is the Household Finance Corporation. 
By Mr. McGeer: 


Q. Now, I should like to ask these three questions. You mentioned the 
different series of rates in the state of Wisconsin. What amounts are allowed 
under the law of Wisconsin?—A. I put that in the record this morning. 

Q. You did not give the amounts.—A. I did. 

Mr. PLAxTON: I made a note of them here. 

By Mr. McGeer: 

Q. Will you give them to me again?—-A. Two and a half per cent on the 
first $100; two per cent on the second $100, and one per cent on the remainder. 

Q. What is the remainder?—A. $100. 

Q. The limit in Wisconsin is $300?—A. $300. 

Q. What is necessary, in your opinion, to effect a proper supervision of 


the administration and enforcement of that particular law?—A. That particular 
Wisconsin law? 


@. I took that asa sample. What I understood you to say before lunch was 
that the rate was not so important as the general circumstances surrounding 
the administration of the money lending laws.—A. What I meant by that— 


Q. Will you tell us briefly what is necessary to supervise it?—-A. Yes. In 
that statement where I said that the rate was not as important as the surround- 
ing conditions of supervision I meant that, for example beween 24 per cent a 
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month and 23 per cent, say in New Jersey, it was very possible that 22 per cent 
with adequate supervision provided better protection for borrowers than say 235 
or even 24 per cent without supervision; because it was due to the powers of the 
supervisor that the borrower had the ultimate of protection. Now, that requires, 
in my opinion, first that an applicant for a licence should have enough funds 
to do a reasonable volume of business. It involves a certificate of convenience 
and necessity to be issued by the state after an investigation of the community, 
and after an investigation of the character and general reputation of the 
applicant for the licence. It presupposes that there will be a required reporting 
in terms which the state will set, and not of a privaie accounting organization, 
and that the state shall have the right of audit and shall actually audit at least 
once a year the actual accounts at the office in which lending is taking place. 
As far as rates are concerned it requires that the rate shall be adequate enough 
so that there will not be a monopoly; so that there will be the possibility of 
small companies and small loan balances that would leave a service available 
to small communities. It requires that the rate be stated in flat terms, or 
without any concealment; that the borrower shall be given a full and adequate 
statement of what his account is; that there will be entry in ink each time there 
is a payment; and permission to the borrower to repay at any time that he 
wants to; that is, that at any time he wants to make more of a payment than 
he has contracted for he can do it. It supposes that the supervisor will have 
something mentioned before—not only the right of entry to the books, papers 
and records of licensees, but of any person whom he thinks ought to be 
brought within the terms of the law. Now that is as most lawyers would say 
a tremendous amount of power to be given by delegation to an administrative 
officer. To my mind it is of extraordinary importance because:of the means 
and devices by which the law may be evaded. The penalties ought to be severe. 
In our experience there are two things which hold loan licensees to high stand- 
ards: One is the fear of a loss of the principal and licencés, their right to do 
business; and the other is the fear of jail. And, in our opinion, these penalties 
ought to be severe. The law ought to be comprehensive enough if possible to 
cover by terminology the various devices which the money lender is accustomed 
to employ in order to avoid proper statements. In general, those are the condi- 
tions that I feel are laid down in the last draft of the uniform law, with the 
emphasis very very definitely on the type of supervision provided by the state. 

Q@. Have you a copy of that draft uniform law?—A. Yes. 

Q. Without that supervision could the licensing of companies accomplish 
anything?—A. It would accomplish only such service as that licensee wishes 
to give in the terms of his licence. It won’t get to the general problem of 
regulation. I do not know how you can constitutionally do all these things. 
I think, however, you ought to be bold and try to get further than Mr. Walker 
intimated as possible yesterday; that is, just a regulation of interest extended 
as far as possible; and have in mind in whatever the drafting is as the regulation 
of interest things which are regulatory of the business of money lending. 

Q. Would you mind indicating what states you consider have the best legal 
machinery for the enforcement of these regulations. Or, what group of states. 
I do not want you to say which is the best. I was wondering what states are 
really progressive in this respect? 


The CHAIRMAN: Could you give us three or four? 


The WITNESS: New York, New Jersey, Indiana, Ohio, Connecticut, Massa- 
chusetts—and there is no invidious comparison to be taken from the order in 
which I have named these states. 
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By Mr. Coldwell: 


Q. I notice you are not including Wisconsin?—A. In the way the question 
was framed I would not include Wisconsin, because I.am against monopoly, 


except it be a state monopoly; and that goes for the whole frame and reference 


of enterprise. 
The CHAIRMAN: Mr. Kinley. 


Mr. KINLEY: I think my question has ee answered. I was going to ask 
the witness in what states they had that kind of control. 


The CHAIRMAN: Mr, Martin. 


By Mr. Martin: 


_ Q. Mr. Henderson, what would you say in the light of what you have just 
said now about those states where regulation seems to be working out. satis- 
factorily? In the light of that, what would you say would be the most 
satisfactory rate, or what would be the minimum rate from the point of view 
of this country that we should adopt?—-A. In the first place,.as I think I have 
indicated, I do not believe that a rate ought to be so low that it monopolizes 
the business, nor do I think that it should be so low that you cannot get local 
lenders in smaller communities. I talked this over informally with Mr. Nugent 
—and I am responsible for my own interpretation—and we felt that Canada 
probably ought to do better than we would do in the States; and we felt that 


probably 23 per cent with none of the recommendations we usually make of 


3 per cent on the first hundred—we thought that 24 per cent flat rate ought to 
be fairly adequate for your needs. Particularly as you would get in some cities, 
I am quite sure, the larger cities, where larger loan balances are possible, a 
lower rate; and particularly that, on the basis of actual experience. 


By Mr. Kinley: 
Q. You mentioned New York; what is their rate?—A. New York is 3 per 
cent on the first one hundred and fifty dollars and 24 per cent on the remainder. 
Q. For a month?—A. For a month. 


Q@. Is there much difference in this respect, or is it pretty well settled within 
the rate?—-A. There is quite a large difference. The prevailing rate lending 
companies do not have quite such a spread as the state rates do. 

Q. Do you think we should be able to figure it out on a somewhat more 
scientific basis?—-A. I think I would prefer to reserve the term scientific for 


- something other than that. 


Q. Well, say, should we be able to plan from experience?—-A. We have 
been acting through experience and practice. The Sage Foundation has felt 
that it was very valuable to them, painful at times; it pained you to see a state 


‘like New Jersey, for example, go to one and one-half per cent from three per 


cent, and then back to two and a half per cent. It pained you to see a state go 
like West Virginia from three and a half per cent flat rate, and then down to an 
unworkable rate, and then back to two and a half per cent. But in the end it 
has been very helpful. 


By Mr. Coldwell: 


Q. You said that provision should be made so that the borrower might 
repay a larger amount. Have you any regulations covering what shall be done 
in that event, with regard the arrangements?—A. Under the proposals in the 
uniform law there is no discount. The rate they have, 24 per cent, is paid on 
the amount of money used for a certain period at the end of the period. For 
example, if one hundred dollars is borrowed, at the end of the first month if 
payment is made on principal $2.50 is paid; and then the principal payment of 
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$10 was made, leaving $90; then they run another month and the 24 per cent 
is paid on the $90. Under the uniform law, the borrower, although he may 
have made a contract to pay that $100 in ten equal payments, might come in 
the next day and pay only one day’s interest on the hundred dollars. He has 
the right to repay and have his interest calculated only for the number of days 
that it is in use. 


By Mr. Vien: 
Q@. That is on the outstanding Bene, Yes. 


By Mr. Coldwell: 


Q. Is there any minimum charge?—-A. No. However, you will understand 
that such cases arise very infrequently. It is not very often that a borrower 


in this class can take advantage of a provision of that kind by advancing a 


larger payment than that for which he has contracted. 


By Mr. Kinley: 


Q. Is there any special report on the excess profits of these companies?— 
A. Control over excess profits has been pretty largely due to the work of super- 
vision and the Sage Foundation; in the first instance reducing the rate, and in 
the second because of competition reducing the cost of loans; and also for their 
own private reasons reducing rates. 

Q. What would you think of a provision in the law which would say that 
profits over a certain amount would go to the state? Would that curb their 
desire to charge too much?—A. Well, you mean profits of any one lender? 

Q@. No, of all such companies?—-A. Well, suppose you and I each charged 
the maximum rate and I am a more efficient lender than you are; you want to 
pay the results of my efficiency to the state. 


By Mr:Tucker: 


Q. You spoke about the Provident Loan Society of New York, a semi- 
philanthropic institution. What rates do they charge?—A. they have a varient 
rate. It runs something like one per cent a month, as I recall it, but they have 
made some special reductions also. The Provident loans are on pawnbroking 
security entirely. The Provident Loan Society of New York loans on watches, 
jewelry and things which are actually delivered and put into its vaults. It is 
a pawnbroking business. 


Mr. BAKER: That is different. 


The WITNESS: They loan a specified amount of their valuation and then 
you pay about one per cent per month. In the semi-philanthropic companies 
which make chattel loans in competition with the commercial personal finance 
companies, their rate on chattel loans will run around two, two and a quarter 
and two and a half per cent, depending on the community: 


By Mr. Donnelly: 

Q. Mr. Henderson, has your organization, the Russell Sage Foundation, 
made any survey of the necessity for loans?—A. Yes. 

Q. That is, as to how many people there are or what classes of people 
would be better off without a loan at all—people who borrow money without 
a real necessity for it? 

The CHAIRMAN: Is that a question? 7 

The WITNESS: There are two questions. The answer to the first one—as 
to whether the Sage Foundation has made any studies as to the necessity for 
loans,—is yes. That was basic to the initial work and to the continuing interest 
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that the Foundation has had. On that question, all four directors have never 
had any hesitation. As to the necessity for regulated lending, as to where 


4 you can draw the line on the right of the individual to borrow or not to borrow, 


the answer is no. 


By Mr. Donnelly: 


Q. Do you not find that there are a great many people that could get 
ae without loans,—people who borrow money without any real necessity 
or it? 

Mr. TucKER: People who would be much better off if they did not? 

The WITNESS: If you mean that the human being is fallible, yes. 

Mr. KInNLEy: He has a right to be, if he wants to. 


By Mr. Vien: 

Q. I wanted to ask you if it is a fact or not that lending money on pawn- 
brokerage is less expensive than the business carried on by these lending com- 
panies?—A.: Oh, yes. 

Q. Yes, it is?—A. The actual cost of pawnbroking loans is considerably 
ess. 

Mr. Baker: They have the actual security. 

The Witness: A loan shark once said to me, ““The Provident Loan Society 
has got its borrower locked up in its vault. .My borrower is probably in a 
saloon spending my money.” 


By Mr. Vien: : 

Q. Have you a copy of the law and regulations of the various states which 
you cited as being good examples to be followed?—A. I have, and will leave 
with the committee, the sixth draft of the uniform law which contains that 
information. 

Q. Where is it applicable? 

Mr. Martin: In the six states. 

Mr. Vien: In the six states in the United States? 

Mr. Martin: Twenty-six. 

The Witness: No.. This is the sixth draft which is the model which is 
proposed now and is the recommendation. Twenty-six or twenty-seven states 
have something like the uniform law, beginning with the first draft and with 


various modifications down to this. 
Q. You would not say this has been enacted throughout the states you 


have mentioned?—A. No. 
@. Have you a reference to the statutes which are in this? Perhaps Mr. 


Finlayson has that. 
Mr. FINLAYSON: What is the date of that draft? 


The WitnEss: It is 1935. 


By Mr. Vien: 

Q. What I have in mind is this, Mr. Chairman. Mr. Henderson has 
mentioned to the committee certain excellent legislation that has been introduced 
in five or six states that he has named. I wanted to know whether we could 
have an easy reference. We must have that in our library. The statutes are 
in the library.—A. If you want the actual statutes, the reference is here. 

Q. The reference is here?—A. Yes. 

Q. That will be plenty.—A. In these books here they are discussed. I am 
leaving these with the chairman. 
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Q. Would you read into the record the names of those books that you 
refer to?—-A. The books? 


Q. Yes, if you would.—A. I am Ghosnn with tine chained a hook entitled 


“Small Loan Legislation’ by Gallert, Hilborn and May; a book entitled “Regu- 
lation of the Small Loan Business” by Robinson and Nugent; a book entitled 
“Money Lending in Great Britain” by Orchard and May; and a copy of the 
sixth draft of the uniform small loan law and citation of the small loan statutes, 
all of which are publications of the Russell Sage Foundation. 

Mr. Vien: Mr. Finlayson, I think you have a further reference. 

Mr. FIntayson: What I was going to say, Colonel Vien, is that in this 
Robinson and Nugent book, “The Regulation of the Small Loan Business,” at 
page 134 you will find a list of these states which have adopted the uniform 
law with the rates which they have inserted in it. 

Mr. ViEN: Thank you. What is the date of the book? 


Mr. FINLAYSON: This book is 1935. 


By Mr. Tucker: 
Q. There are two questions I would like to ask, just to follow up the question 
I started to ask about these semi-philanthropic institutions. I suppose you 


have investigated them to find out whether they lost any money by lending. 


at those rates that you have mentioned?—-A. Yes. For a long time the director, 
my predecessor, acted as secretary of the association of the philanthropic and 
semi-philanthropic associations. We were in very close touch. In fact, we 
had more adequate information from them than we had from the commercial 


companies. 

Q. Well, was any money lost by those companies?—A. There was great 
variation in their earnings. There would be in the early stages. When they 
were getting started, they might lose some money; but pretty generally they 
made some money. 


By Mr. Vien: 

Q. But they are not operated for a profit?—-A. No. They make a certain 
limited return, and they have pretty generally been taking selected risks. 
They have been interested in continuity and the preservation of their capital. 
They have not been bold enterprisers at os They have done a grand service 
for the borrowers. 


By Mr. MacDonald: : 

Q. What do those companies charge?——-A. It varies, as between cities and 
as between the type of collateral that they take. But those companies which 
do a chattel loan business, on semi-philanthropic funds, charge from two to 
two and a half per cent. 


By Mr. Donnelly: 
Q. Per month?—A. Per month. 


By Mr. McGeer: 
Q. Mr. Henderson, I do not want to be asking you too many questions; 
but would you say in our situation—you know it fairly well now— that the 


first thing we in Canada should do would be to draft and secure enactment | 
of a general law supervising and providing for the regulation of money lending, - 


and that that should be the preliminary to the licensing of individual corpora- 
tions to carry on that business?—-A. Most assuredly. The whole burden of 
my testimony, I think, has been in that direction. 


By Mr. Tucker: 
Q. The other question I wanted to ask is this: if you incorporate these 
companies and give them the right to charge these high rates of interest without 
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having, first of all, done all you can to extend the field of operations by virtue 
of state assistance, of credit unions and by putting the onus on the banks 
ie of extending their field of operations as far as they can reasonably be expected 
~ to do, is it not likely that these other companies will occupy the field by virtue 
of extensive advertising campaigns and ‘so on, and that the banks will fail 
to discharge the duties they should towards the small borrowers and the 
a chances of expanding co-operative lending as it should be expanded under the 
y credit union idea will be prevented? Is there not a danger there?—A. I do not 
see that danger. As I said before, the Sage Foundation moved very vigorously 
$ into this area. The first Morris Plan Bank was around 1911 and your first 
credit union was around 1910; the first small loan law was around 1911. Now, 
the credit unions and the banks, regardless of whether there is a small loan 
law or not, do not seemingly absorb the entitre market; and my own feeling 
very, very definitely is that if it is possible for a loan company, charging two 
Ps and.a half per. cent, to take business and to keep business from a bank charg- 
_ ing one and one and a half per cent or from a credit union charging one per cent, 
ae then there is something faulty in the mechanism of the credit unions and the 
ae personal loan departments of the banks. I do not see that it is realistic to 
assume that small loan companies could keep borrowers against their will if 
there were an alternative, a much cheaper and presumably a much more 
- dignified source of credit. In my experience, it just did not happen that way. 


Q@. Would you not expect that people with money to loan—take for 
example, a banking corporation—would rather loan to one of these companies 
and have them do the business, and be sure of their rate of interest, whatever 
it might be—five or six per cent—than have to enter the field themselves; 
and that if you simply enter this field you relieve the bank of any responsibility © 
of fulfilling the duty which it should fulfil perhaps by virtue of getting charters, 
which are very valuable? Is that not possible?—A. It is possible. I hope I 
5 _ will not be misunderstood, but I do not think it is realistic. I gathered some- 
_ thing in what you said that you might try to compel the banks to make 
certain classes of loans, and I certainly would think that was decidedly unwise. 
4 Certainly in any essence of banking that I know anything about, you can- 
e not compel them to make certain classes of loans and still maintain the 
character of that institution. 


By Mr. McGeer: 


— ~~ +Q. You know that one of our banks has gone into the small personal loan 
_ business?—A. Yes. But that is something different from saying that a bank 
- must make certain classes of loans. 


By Mr. Tucker: 


Q. If one bank has gone into the field and is filling the need there, could you 
not say to the other banks, “‘ You must enter the field too,’ and investigate as 
to whether they are really satisfying the credit needs of the community? If 

~ they are not doing that, their charter should be cancelled—I mean, reasonably 
satisfying it?—-A. Mr. Chairman, that involves a question of what the national 
policy on banking ,acts is that I would not want to respond to. Certtainly I have 

indicated that I think it would be a highly undesirable thing for any bank. 


By Mr. McGeer: 


Q. Mr. Henderson, surely it is the consensus of your investigation that the 
small loan is an inevitable situation, and that supervision is the only available 
alleviation of the abuses that attend it at the moment. Is that not the Russell 

os Sage view?—A. Yes. Unfortunately, there have been dynamics in the increase 
of the use of consumer credit over which we have no control, and which we say 
ca ought to be brought within social control. 
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Q. And they are likely to increase, are they not?—A. I am afraid that 


they are, yes. 
Y Q. Would you mind giving me the name of the organizations in New York, 
Ohio, New Jersey and the other states that you mentioned? Suppose we wanted ~ 
to have witnesses from Massachusetts or New York or Wisconsin.or New Jersey 
—who would we get in touch with there?—A. I think that the secretary, by 
writing— 
The CHarrman: We have that information, Mr. McGeer. 
Mr. McGErErR: All right. 


By Mr. Plaxton: 


Q. I took it this morning from what you said, Mr. Henderson, that the 
Russell Sage Foundation recommends a rate of three per cent on the first one 
hundred dollars and two and a half per cent on the second and third hundred 
dollars. When you were speaking of a rate that might be applicable to Canada, 
I took it, as I recall it, you mentioned two anda half per cent. Was that the 
minimum rate?—A. Yes. | 

Q. In other words— —A. And a maximum. 

@. In other words, you suggest that as a flat rate?—A. As a flat rate, yes; 
because as I said, I felt that you would get lower going rates from the operating 
companies here. | 

Mr. McGrrEr: That maximum should include all interest and charges, if 
there were any. 

Mr. KINLEY: Why do you think it would be lower? 

Mr. McGrEER: Competition. | 

The WITNESS: Competition and based on experience to date. 

Mr. KinLEY: They must do more business. Their turnover must be greater. 

The WITNESS: Yes. You have some companies that are doing business 
here, and you have under your act a general limitation of two and a half per 
cent, if I read Mr. Finlayson’s report correctly. 

Mr. KINLEY: They are doing pretty well. 


The WITNESS: They are not doing at all badly. 


By Mr. McGeer: 
Q@. Are there any companies lending at less than the flat rate, in the states 
where they are in operation, that you know of?—A. In the United States? 
Q. Yes, I mean where you have the flat rate situation?—A. Oh, yes. 


Q@. Have you had any experience of where companies are lending at less 
than that?—A. Yes. 

@. I suppose that is fairly common, is it not, in all the states?—A. Yes, it 
is. As I said this morning, we rely on getting this effective rate in competition 
from other lenders, other licensees—competition from other types of lending and 
on the alertness of the state supervisor in keeping the maximum at what 
amounts to a driving force. 


By Mr. Donnelly: 
Q. Would you fix the maximum amount at $500 or $300?—A. I prefer $300. 
By Mr. McGeer: | | 


@. How many states have that limitation?—A. As far as I know, twenty- 
six out of twenty-seven that I know of have that $300 limitation. 


BANKING AND COMMERCE 337 


By Mr. Tucker: 


Q. Why do you prefer that $300 to the $500?—A. I think I said this 
morning we had found that it was adequate to cover most of the needs of 


_the borrowers arising from emergencies and the type of the loans which are 


contemplated to be made by the licensees; and second because it has stood up 
under our constitutional requirements. To. put it bluntly, it has never been 
seriously questioned except by loan companies that would like to get a much 


- wider range. 


By Mr. Plaxton: 


Q. Is not a flat rate open to this objection, that it might conceivably be 


too high for loans falling in a certain bracket and too low for the upper 
_ bracket loans?—A. That is right. For that reason I think that there is a high 


value in getting hold of this thing early. I think that a two and a half per 
cent, as I say, it would give you at least a period of observation, all that you 


perhaps, ought to have, for small loan balances in small cities, and still would 


permit loan companies that are now existent to have lower rates. I think you 
would get an effective rate lower than that. 

Mr. KINLEy: Your rate is a state rate; that is, the rates that you have in 
the United States are all made by the state legislatures? 

The WITNESS: That is right. 

Mr. KINLEY: The rate that we would make here would be a national rate 
covering the whole country. What would be your problem if you: had to have. 
a rate for the whole country? 

The WITNESS: I think we could handle it very easily. I think the rate 
would be around three per cent on the first $100 or $125 and two and a half 


per cent on the balance. 


Mr. FINLAYSON: Following up Mr. Plaxton’s question, what is the object 
of the graded rate such as you have in Wisconsin and New York? 

The WITNESS: The graded rate in Wisconsin was the selection of the state 
legislature itself. 

Mr. FINLAyYSoNn: In principle, what is the object of the graded rate? - 

_ The WITNESS: In general terms, the object of the graded rate was to see 
that loans of a smaller denomination were made, and since there is a fixed 
cost applicable against any loan, there has been a tendency for the average 
loan to move up, particularly with increasing costs that have been taking place 
in the various states. 

Mr. FINLAYSON: So that with a flat rate there is the danger that a man 
who only needs a small loan would not be able to get it? 

The WITNESS: Yes, there is. . 

Mr. FINLAYsSON: And the object of the graded rate is to permit the company 
to charge a slightly higher rate for the very small loan in order that it may 
serve that field? 

The WITNESS: But we did that, Mr. Finlayson, after the business had been 
established. That was a sort of corrective thing, and that is what I had some- 
what in mind, that I feel after you get started that you can pretty well— 


Mr. FINLAYSON: Get started early? 
The WITNESS: Yes. 


Mr. FINLAYSON: If 24 per cent were fixed as the rate, the company might be 
quite able and willing to make $150 loans at that rate, but they would not want 
to make $50 loans? 


The WITNESS: That is quite possible. 
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Mr. FINLAYSON: Therefore, the man who only" peSted: a $50 loan would have | 


to look elsewhere for his money? 

The WitTNEss: There is that possibility. 

Mr. FINLAYSON: Will you just explain how that peed rate works? When 
you say that the graded rate is 3 per cent on the first $100 loan; how does that 
work in the case of a $300 loan? 

The WITNESS: On a $300 loan the man would pay at the end of the first 
month $3, plus $5 or $8, and then if he made a principal payment on the next 
computation he would pay 3 per cent on $100 and then he would pay 23 per 
cent on $170. He has a combined rate. 

Mr. FINLAYSON: Take the $300 loan, the entire balance bears what rate of 
interest at the beginning of the repayments? 

The WITNESS: $266 at the beginning. 


Mr. FINLAYSON: And the first Aaa alae are applied to discharge which ~ 


element of the loan? 
The WITNESS: The cheap loan. 


Mr. Fintayson: So that when the loan gets down to $150, the lender then 
gets what rate of interest thereafter? 


The WITNESS: Well, if the break is at $100, he gets 3 per cent on $100. 
Mr. FINLAYSON: Take the break at $150. 

_ The Witness: 3 per cent. | 

_ Mr. FINLAYSON: On the balance of the loan? 
The WITNESS: Yes. 


“Mr. FINLAYSON: So that on the average the lender is getting on that $300 


loan possibly 2? per cent or more? 
The WITNESS: I do not know. 


Mr. FINLAYSON: I have made the computation here. He gets 2-86 per 
cent on the average on that loan. 


Mr. DONNELLY: That is if he meets all the payments when they become due. — 


Mr. FINLAYSoN: That is right. Now, what you have is this: that while — 
24 per cent might enable that lender to make the $300 loan, by that graded — 


rate that you have suggested, he gets in fact 2°86 per cent on the average? 
The WITNESS: Yes. 


Mr. FINLAYSON: So that the sraded rate, it seems to me, works to increase — 
the rate of interest on the large loan and that is quite foreign to the object 


of the graded rate which is to enable the $50 man to get a loan? 


The WitNESS: Well, when we were coming down off the high level, the ‘ 


experience very definitely was that there was an increase in the small loan, 


which we wanted, and there was a decrease from 3 or 34 per cent to 2°86, if 


that is the rate,—a very substantial reduction in the rates on the high loans. 


So that.the purpose of the Sage Foundation in both instances, that of serving — 


the small borrower and of reducing charges to the high borrower, was accom- 
plished. : 


Mr. McGeEer: What Mr. Finlayson suggests is that if a man borrows $300 
he pays the graded rate all the way through, but he does not pay on $300 a 
flat rate. He does not pay 3 per cent on $100 and another rate on the next — 
$100 and another rate on the next $100 if he borrows a total amount of $300. 


Mr. VIEN: Yes. . 7 =~ 


Mr. FINLAYSON: He pays 3 per cent on $150 right through the whole year 
Mr. BAKER: The first $100. 
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Mr, McGeer: That does not mean if he borrows $100 he pays 3 per cent, 
and if another man borrows $200 he pays the lower rate, or if he borrows meicshies 
he pays the minimum? 

Mr. FINLAYSON: No. 


Mr. KInueEy: If he borrows $300 he puts up security, and ane security is 
held until the loans is paid. Why should he pay a high rate of interest when 
he gets to the low break? It seems to me it would be eminently fair for him 
to retain that rate of interest on that loan notwithstanding that he pays it 
off on a $150 loan. 


The WITNESS: You are getting into a technical difference there. If he 
wants to say he has paid 2-86, that is all right. 


Mr. KINLEY: There is no expense in connection with the loan after it is 


i made; you have got security. 


The WITNESS: Let us get back to what the actuality is. He pays a certain 
number of dollars for the use of $300. 

Mr. KINLEY: Yes. 

The WITNESS: Now that is the thing which is the net subtraction for him. 
That rate may be 2:86. What we were doing in this step-down was trying 
to get a lower rate on the higher loans and a drive to smaller loans, and both 
of these things were accomplished. And I have said here that I thought if you 
caught it early that you could do much better than we did. 

Mr. VIEN: 24 per cent flat is a better condition than you have? 

The WITNESS: Yes. 

Mr. QUELCH: If you raised the limit to $500, there should be a slight reduc- 
tion in the flat rate. 

The Witness: If the $500 loans are made, yes. If you could show that 
the small loans were not being made, I would be prepared to recommend that 
the rate be increased to 3 per cent on the first $100. 

Mr, FINLAYsON: When you speak of a graded rate of 3 per cent on $150 
and 23 per cent thereafter, it does not mean that the man who borrows $150 
pays 3 per cent and that the man who borrows $300 pays only 24. It means 
this— 

Mr. McGrrer: You can make it that. 

The CHAIRMAN: Just a minute; let Mr. Finlayson finish his questions. 

Mr. FINLAYSON: Take the New York provision. The rate there is three 
per cent on the first $150 on all loans and two and a half per cent on the balance 
over $150. On a loan under $150, of course, the rate is three per cent. Ona 
loan of $200 the rate is not two and a half per cent but 2-96 Des cent. 

Mr. BAKER: Because he paid off the first $250? 


Mr. FINLAYSON: On a loan of $250 the rate is 2-91 per cent and on $300 
the rate is 2:86. 


Mr. McGeEeEr: If the purpose of making a higher rate on the lower amount 


is to induce the borrowing of small loans and yet provide the loan company 


with the overhead, is there any reason why the legislation should not provide 
for a flat rate on the first $100 and an actual rate of so much on the second 
amount and so forth? 


The WITNESS: There is none, except you get into an awfully bad ma~- 
thematical problem there in which you leave a gap of $40 or $50 in which 
it is better for the lender to borrow the larger amount. We spent months on 


the joint rates, and what I have been suggesting here is a rate of two and a 
half per cent and to try that to see whether competition did give you the lower 
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rate, and then if you found the smaller borrowers were not served there is no 
reason why you should not make a split there. The two and a half per cent, 
as I have suggested, is a much better rate, as Mr. Finlayson has certainly 
pointed out. 


By Mr. Finlayson: 


Q. May I suggest this, that with the graded rate you might provide for 
the repayment of the higher interest bearing element first? That would still 
give you the gradation that you are looking for, but would reduce the average 
rate—A. If you let the man who borrows $300 pay off the cheap money first; 
but take the man who borrows $100. 

Q. If the man who borrows $300 applied his first repayments to paying off 
the three per cent element, and then took the lower rate element— —-A. We 
thought of that, but because of the scope of the arrangement and the confusion 
that it caused and the distortion it would do to the lending business, we never 
gave much time to it. 

Q. Can I put one more question to you. Has the Foundation ever con- 
sidered what is a fair rate of return on invested capital or total net assets in 
this business? You suggest that there should be administrative discretion to 
fix a rate below. the maximum. Have you ever considered at what point the 
reduction would be justified, based on the returns to the lenders either on their 
paid-up capital or on their total net assets after deducting reserves?—-A. We 
had a lot of consideration of that; but for the most part there was never enough 
funds coming in to the small loan business through the established capital 
market to supply the demand. That is where we felt that we ought to have 
a general maximum and that the greater return ought to be geared to the 
amount of capital that was necessary in the business. Contrary to most kinds 
of business there never seemed to be enough cheap money available, and so 
we never assessed what ought to be the proper rate. However, we did go to 
a tremendous amount of enquiry to establish what the earned rate was, and 
you have available the studies that we have made on that. 

Q. Do you think that is a material factor in determining whether there 
should be a lowering of the rates and in the return Sgetarerss received by the 
lender?—A. Yes. 

Q. Perhaps you are familiar with the Massachusetts rate. Massachusetts 
has actually regulated it on a flat three per cent.—A. With some modifications 
of special classes of security. 

Q. I believe they have modified it recently so as to provide two and a half 
per cent on some types of security on amounts above $150. I notice from the 
Massachusetts report that the average earnings on the net assets in 1936 were 
about seven and a half per cent-for all lenders, small loans companies around 
8-36, the Morris plan 3:53, and altogether 7-57. With the rate of earnings the 
commissioner, who has administrative discretion, reduced the rate of interest 
to approximately the New York figure. The provision is that the rate is three 
per cent on the first $150, and in the case of a chattel mortgage two per cent on 
the balance of the loan; if the security is a single signature or the signature of 
a husband and wife it is three per cent on the first $150 and two and a half 
per cent on the excess. Now, that reduction was ordered to be put into effect 
on the earnings that I have mentioned.. Suppose we had in Canada a company 
earning on the average say two and one-third per cent or 2:4 per cent per 
month, and earned ten per cent or more on its total net assets less reserves for 
unearned income and losses, would you think there would be Meth ea it there 
for a reduction in the rate?—-A. I cannot— 
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Q. Perhaps you would not care to answer that?—A. I cannot make that 
fine distinction on the proper rate to be allowed, first because of the difference 
between -an established community like Massachusetts and Canada. 


Mr. Vien: A growing country like Canada. 


By Mr. Finlayson: 


Q. At any rate, when you speak of administrative discretion you would say 
that that point which I have mentioned is one that should be taken into con- 
sideration by the administrator?—A. I have looked at that and I think the 
Russell Sage Foundation has looked at it from the standpoint that that is what 
the administrator ought to be constantly reporting to parliament so that the 
parliamentary decision would be more intelligent. I would put it that way. 
I would assume he would know much better what was the rate necessary to 
attract capital, and that he would not be trying to penalize efficiency. I can 
conceive of a situation where a company could earn eleven or twelve per cent 
and the borrower would be much better served by a company that lost money, 
you see. 

Q. The Russell Sage Foundation does not favour the graduation of the rate 
with the type of security taken?—A. It is not— 

Q. It favours a uniform rate for all types of security?—-A. We have felt, 
I think, that the supervisor would make a recommendation if a business grew 
up on a kind of collateral or security where the risk was not as great as that 
contemplated by the law. 

Q. Do you think that there has been over there excessive expenditure on 
publicity and solicitation?—-A. Yes, I think it has not been so much the exces- 
sive expenditure that would affect the cost to the borrower, as it has been the 
bad character of the thing. I refer to the circulars. ; 

f Q. Has there been what you might call competitive advertising, the feeling 
that one lender must keep up with another lender and so forth?—A. I believe 
there has been some of that. 

Q. That may have been developed into an evil?—A. I think I can speak 
of that constructively. We provide in the law (the sixth draft) that rules and 
regulations may be established by the supervisor requiring copy to be submitted 
to the supervisor and some information to get rid of the most vicious of these 
things. We certainly approve of that. 

Q. Has there been an attempt to deal with the problem of the limitation 
on the percentage of gross income which may be expended for advertising?— 
A. No, and I think that would be an unwise way to get at it. I would prefer 
again that the administrator, familiar with it, should have some authority to 
say wheher or not the circulars should be addressed to all the people. 

Q. This is the case of an administrator seeking advice and counsel from the 
man who knows most about this business.—A. I would say constructively it 
cannot be done on a percentage basis, because I know in some cases the adver- 
tising itself reduces the cost of doing business, and I am pretty generally against 
this forced advertising. I know in general the United States public has been 
very very badly abused. y 

Q. Let us get down to cases. We have three regulated companies here, and 
they have spent about ten per cent of gross income on advertising; whereas 
other kinds of companies, loan companies, trust companies and so on, spend 
only one per cent or less. Now, does that appear to you to be a disproportionate 
cost of advertising, or would you care to say?—A. Mr. Nugent could give you 
a better answer than I can. Mr. Nugent has that comparison. 
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By Mr. Baker: . 4 att aa 
Q. Should we have legislation against -advertising?—A. I think not. I 
would trust again to the fellow who lives with it day in and day out... 


; By Mr. Finlayson: 


Q. I am just through now. I just want to ask Mr. Henderson if he can 
give us any information about the Morris Plan bank. My impression is that 
these Morris Plan banks differ from the small loan companies in this respect, 
that they have the power to take deposits from the public and to issue certifi- 
cates; thus, they get their money from the public otherwise than by share 
capital. As the result, their rates are substantially lower than those of the 
small loan companies.—A. The Morris Plan is the name given to one type of 
what is known as industrial banking concerns; and in some of the states where 
they got started early they were able ‘to sell certificates. of deposit—that is 
what they in effect are—and so cheaper cost money; but the main thing that 
they relied on and a thing which distinguishes them from the small loan 
companies, is that their loans were not limited to $300 in their amount; and ~ 
secondly, they required endorsers. In other words, they loaned all their money 
on paper, and they usually loaned at a rate which is about an effective rate 
- Of 13 per cent a month, and they usually had a much higher loan rate, and 
they had more business loans. That business has come directly in competition 
with the loans by the personal loan departments of the banks, and they have 
had quite a considerable success in that type of lending. . 

Q. If they were not permitted to take this money from the public by way 
of deposits, or by way of investment certificates, they could not lend at that 
low rate?—-A. That is right. There are three things which I think enter into 
it: They are not limited to $300; they have a deposit capital: and the security 
of co-signers is there. oat 

Q. Have you any information as to the personal loan departments of 
the banks? Have they been faced with any excessive losses, or any substantial 
losses, or, is there any information of a public. character on that?—A. No. 
Mr. Nugent had an article that he could not get. at what those losses were. 
It is very difficult to get at that because the banks have not segregated that 
information. 

Q. Can you say in framing the rate structure for the small loan companies 
in the United States what provision is made for losses that will have to be 
written off? Is there any rate assumed in building up the rate structure?— 
A. ‘No, it was not built up that way, Mr. Finlayson. 

Q. Have you any knowledge as to what the actual realized loss is in your 
companies generally, over a period of years?—A. Yes; that was in the Nugent 
study— 

Q. Just in general? 

The CHAIRMAN: Give us the reference and we can look it up. 

The WITNESS: I think that will be found in the pamphlet called, “The 
Expenses of Small Loans Licensees”’. ; 


By Mr. Finlayson: 


Q. Is that a pamphlet Mr. Nugent has just published?—A. Yes. 
The CHAIRMAN: Could we have a copy of it? 
The WITNESS: Yes, I will leave my copy with you. 
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By Mr, Finlayson: 

Q. I just wanted to ask if you think‘a loss of one-half of one per cent 
would be large or small?—A. It would be small for licensed companies. 
Probably the only time I have seen them use that was when they were trying 
to sell some of the securities. 3 

-Q. And if Canada proved to have a loss of one-half of one per cent while 
some of the states in the United States might have a 5 per cent loss, that might 
operate as a warrant for a lower rate in Canada?—A. Yes, if you were striving 
to try to get the tightest rate you possibly could get. 


Mr. Martin: It will be remembered that at a meeting of the subcommittee 
it was agreed that we should ask the Russell Sage Foundation when their 
representatives came here if they would care to recommend someone who had 
actually to deal with the operation of the law whom this committee might 
summon as a witness at a later date if it so desired. 


The CHAIRMAN: You mean, an administrator? 
Mr. MARTIN: Yes. 


The WITNESS: I would prefer it if you would ask Mr. Nugent about that, 
because I am really out of touch with it now. 


Mr. CoLDWELL: Mr. Chairman, I am sure that we are all very grateful to 
Mr. Henderson for coming here and giving us this very excellent exposition 
today. 

Some Hon. MEMBERS: Hear, hear. 


Mr. COLDWELL: On behalf of the committee, seconded by Mr. Baker, I wish 
to move a very hearty vote of thanks to him. In doing so I would just like to 
say this, that I do not think I have ever heard a witness who has given a clearer 
explanation or clearer answers to questions that have been asked. I am quite 
sure that we have all benefited very greatly from his presence here, and what. 
he has been able to give us will help us very materially in meeting this very 
difficult problem which we are called upon to deal with. 

Some Hon. MEMBERS: Hear, hear. 

Mr. Baker: I have very great pleasure, and I esteem it an honour, in 
seconding this motion. Speaking for myself personally, it has been a great 
pleasure to be seated in this committee because I always enjoy meeting a man 
who knows his job; and we have certainly met one today. It is a very great 
pleasure also to feel that we have among our cousins to the south. valuable 
power to draw on when we need it; and we certainly made a good draw on this 
occasion. We have received in condensed form in a very short time an amount 
of knowledge which it would have taken us a very long time to acquire in any 
other way. And I express great appreciation, I am safe in saying on behalf of 
the chairman and the members of this committee, for Mr. Henderson’s appear- 
ance before this standing committee on Banking and Commerce of the House 
of Commons of the Dominion of Canada. I hope that when you go home, sir, 
you will express to your fellows in the Foundation that we here have fully 
appreciated your services and your kindness in coming here, and we hope that 
we will have the pleasure of seeing you oft times again. 

Motion agreed to. 

The Witness: I find myself quite incapable of responding. I just want to 
say that this all makes me very very happy. 


The CHAIRMAN: Thank you very much. 
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MINUTES OF PROCEEDINGS 


TUESDAY, May 15, 1956 


The Standing Committee on Banking and. ‘Commerce met at 11.00 o’clock 
a.th. this day. The Chairman, Mr. John W. G. Hunter, presided. 


“Members present: Messrs. Argue, Ashbourne, Benidickson, Blackmore, 
_ .Cameron (Nanaimo), Carrick, Deslieres, Enfield, Follwell, Fraser (Peter- 
_ borough), Fraser (St. John’s East), Gour (Russell), Hanna, Henderson, Holling- 

worth, Huffman, Hunter, Macdonnell (Greenwood), MacEachen, Michener, 


a Be nilpott, Power (Quebec South), Quelch, Regier, Robichaud, Viau, Weaver and 
_ White (Waterloo South). 


. In attendance: Mr. J. E. Coyne, Governor; and Mr. R. W. Terao Deputy 
a Chief, Research Department; both of The Bank of Canada. ' 


| 4 (Note: The Committee first considered a Public Bill in respect of which the 
2 


FC Minutes of Proceedings and Evidence are recorded in Issue No. 8 of the 
_ Committee.) 


- At 11.20 o’clock a.m., the Committee proceeded to consider the report of the 
~ Bank of Canada for the a ene ended December 31, 1955, copies of which had been 
distributed to the Committee. — 


On motion of Mr. Viau. 


Resolved,—That the Committee print 750 copies in English and 200 copies 
' in French of its Minutes of Proceedings and Evidence in respect of the report of 
- the Bank of Canada for the year ended December 31, 1955. 
Aid 


i _. . Mr. Coyne was called; he made a statement supplementing his annual report 
on the Bank of Canada. id was questioned, in particular on various aspects of 
L _ the operation and effects of monetary policy. 


a At 1.00 o’clock p.m., the Committee adjourned to the call of the Chair. 
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EVIDENCE 
| TUESDAY, May 15, 1956. 
11.20 a.m. 


The CHaIRMAN: We will consider now the report of the Bank of Canada 


a for the year ending December 31, 1955. Mr. Viau, you have a motion to make? 


Mr. Viau: I move, seconded by Mr. Carrick, that the committee print 750 


4g copies in English and 200 copies in French of its minutes of proceedings and 
' evidence in respect of the report of the Bank of Canada for the year ended 
mm. December 31, 1955. | 


The CHAIRMAN: You have’ heard the motion. | 
Mr. Viau: I would point out, Mr. Chairman, that although this is a routine 


. motion, the 200 copies in French should be made available as soon as possible, 


- and not in six months or at a later date as is customary. 


* The CHAIRMAN: Thank you Mr. Viau. Your comments have been noted. 


_ All those in favour of the motion? 


Mr. CamMERon (Nanaimo): Mr. Chairman, just before we take a vote, I 
understood we had already passed a motion that covered all our hearings this 


' session. That is certainly what we did last year. 


The CHAIRMAN: No, because the proceedings on private bills, are not 


ag printed, and we must bring this matter up each time we are on a public bill 


"or on a similar matter. 


Mr. CAMERON (Nanaimo): All right.I was just curious to know why we 


_ were doing it this way. 


The CHAIRMAN: All those in favour? Contrary if any? 
Carried. 


The annual report of the Bank of Canada has been distributed. Has 


ce everybody here a copy of the report? Mr. Coyne has suggested that the report 
_ really is his statement, but that he has certain comments which he will make. 


; 


Mr. J. E. Coyne, Governor, Bank of Canada, called: 


The Witness: Thank you, Mr. Chairman. It is a pleasure to be back with 
you again. I do not have any formal statement to make other than to submit 
to you the report for the year 1955 which has already been printed and dis- 
tributed. It deals, of course, mainly with the events of the past year. 

I might say a few things, if you thought it would be helpful, by way of 


} background and to start off the proceedings, and then, of course, I will be 


glad to answer any questions or participate in any discussion. 

Two years ago this committee had a very comprehensive discussion and 
review of monetary policy in all its aspects. I am not going to try to cover 
the same field again, but simply to mention a few points in connection with 


one or two aspects of the job of the central bank. Members of this committee 


are, of course, familiar with the history of the Bank of Canada. It was incor- 
porated by act of parliament in 1934, and a preamble was put into the act 
giving a general outline of what the bank was intended to do, the objectives 


' of its operations, which I think perhaps I might read. The preamble declared, 


Whereas it is desirable to establish a central bank in Canada to 
regulate credit and currency in the best interests of the economic life 
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of the nation, to control and protect the external value of the national 
monetary unit and to mitigate by its influence fluctuations in the 
general level of production, trade, prices and employment, so far as 
may be possible within the scope of monetary action, and generally to 
promote the economic and financial welfare of the Dominion: 


That is a very large mouthful, and a very large, broad set of objectives. 
It is important, of course, for us always to bear in mind the qualifying words 
“so far as may be possible within the scope of monetary action”. There are 
many other kinds of action which are taken by government and parliament 
and by various bodies throughout the country which will affect the general 
level of production, trade, prices and employment, as well as monetary action. 

The bank was set up as a corporation, a banking corporation with its capital 
stock held by private shareholders, but in 1936 and in 1938 parliament made 
changes in that respect, so that the government of Canada became the sole 
shareholder and owner of the capital stock in the bank. At the same time, 
the earlier provision by which the directors of the bank were elected by the 
shareholders was replaced by the present provision by which they are appointed 
by the Minister of Finance with the approval of the Governor in Council, for 
a three-year term. 

There are 12 directors appointed in that way, and their terms are staggered 
so that one-third of them come to the end of their terms each year, and are 
eligible for reappointment. The provision was made in the original act that the 
governor would be appointed by the directors, but the appointment required 
the confirmation of the governor in council. That provision, of course, still 
remains. : 

It being set up in this way as a corporation, with an outside board of 
directors chosen largely from outside Ottawa, it follows that the directors, 
of course, are not civil servants. Neither, in fact, is the staff of the bank, or 

any of its officers or employees, who constitute a separate establishment. 
Having our head office here in Ottawa we are naturally in close touch all the 
time with the government departments, and members of the civil service. The 
Civil Service Commission, by the way, is our chief competitor in the selection 
of personnel. In the Bese to day operations of-the bank, and particularly in 
those general economic matters in which we have to take an interest— 


though we do not carry out operations except in the monetary field—but in’ 


the general economic field we are constantly in touch with other government 
departments, maintaining close liaison with them, being of assistance to them 
sometimes, and at others receiving a great deal of assistance and information 
from them. 

The management of-the bank, as you know, was entrusted to the board of 
directors. They are responsible foe having the Gan operate in such a way, if 
it can, as to achieve its objectives, which are set forth in the preamble. The 
specific legal powers of the bank are set forth in various sections of the act. 

, In addition to these responsibilities resting on the board as a whole, there 


is a very special responsibility resting on the governor, who is not only the 


chairman of the board, but chief executive officer. He has the authority to 
exercise all of the powers of the bank; unless they be, by the act, reserved 


specifically to the board of directors. By and large, in the field of ordinary 


monetary operations, the governor has all the powers of the board of directors. 
He cannot necessarily overrule them. There are some technical provisions in 
that regard. If there were ever any dispute between the governor and the 
board of directors, provision is made for it to be referred to the Minister of 
Finance and he submits the matter to the governor in council, who has the 
power to decide it. However that, of course, has never happened, and I 
trust it never will happen. 
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I might just say a few words, I think, Mr. Chairman, about how the bank 
operates and what it actually does—not so much the technical matters related 
to note issue and custody of public debt records and so on, but in the field 
of monetary policy and monetary operations. 

The first point of importance, I think, is that every transaction we make— 
every item we buy or sell securities or foreign exchange—has an immediate 
effect on the cash reserves of the chartered banks. If we buy securities we 
pay by cheque on ourselves and the person who gets paid in that way 
deposits his cheque to his credit at his bank. The bank in turn deposits the 
cheque to its credit with us. Similarly, if we sell securities, the payment we | 
receive from the buyer has to be charged against his account with his bank, 
and against that bank’s account with us. 

In addition to the fact that our transactions increase or decrease the cash 
reserves of the chartered banks, they may also have a direct effect on the 
supply of money in the country. If we deal with the general public we 
immediately affect the supply of money in the hands of the general public. 
But whether we deal with the general public with a chartered bank, the effect 
can be multiplied twelvefold as regards the supply of bank deposits in the 
country because the banks are required to keep only 8 per cent cash reserve 
against deposit liabilities. Any bank that finds it has more cash than that 
can make additional loans, or buy securities from others. As the other banks 
in turn, receive more cash, the multiplier process operates, by which deposits 
are increased by about 12 times the amount of the increase in the cash reserves 
of the chartered banks. 

The central bank does not ordinarily take the initiative to increase 
or decrease the cash reserves of chartered banks. That is to say, it does not 
step out and bid for securities if it thinks an increase in cash reserves is 
desirable, or step out and offer securities in the market, if it thinks a decrease 
in cash reserves is desirable. 


At any rate, not usually. For the most part there are transactions going 
on in the market all the time. People are making offers to buy or to sell, 
and the central bank is usually in a position to be able to respond to offers 
to buy from others rather than to take the initiative to make offers itself. 

When there is a need for more money in the country, you probably find 
some people—you are certain to find some people—are selling securities in 
order to raise cash. If there is a need for more money as indicated by that 
fact, the central bank can buy some of those securities that are being offered, 
and thereby provide the cash. It will probably do so at prices which pro- 
gressively decline as the strength of the selling pressure keeps up, so that you 
will probably find rising interest rates at a time when there is a demand for 
more money. 

The rise in interest rates, of course, would be much greater if the central 
bank took no action at all. If we simply stood still interest rates would rise 
until sufficient buyers were found among the general public to balance the 
sellers among the general public. So, on the other side of the picture too, when, 
for a lack of other opportunities to invest, people are interested in buying 
government securities on an increasing scale, the tendency will be for the 
central bank to provide some of those government securities and sell them, 
and in that way dampen the fluctuation, which in that case would be a rise 
in government security prices, and a decline in interest rates. Generally 
speaking the central bank tries, and I think certainly should try, to foster 
orderly conditions in markets, and to dampen fluctuations, but not necessarily 
to prevent fluctuations if they represent real changes in supply and demand. 

One of the things that we have no control over whatsoever, paradoxically 
enough, is the size of the note issue. This. was presumably one of the first 
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central banking functions. To-day currency in the form of notes is only one 
form of money,—convenient form up to a point, but an awkward form beyond 
that point. The public in general prefers to hold a good part of the money 
in the form of bank deposits which it can transfer to others by cheque. The 
total amount of money which the public chooses to hold in the form of notes 
instead of bank deposits is decided entirely by the millions of individuals and 
businesses themselves. It is the job of the central bank to make sure that there 
is a big enough supply of notes to enable business to be transacted in that 
form to the extent that people want. So that you will find changes in the note 
issue occurring entirely without any volition on the part of the central bank, 
merely reflecting the proportion of money which people want to hold in that 
form. 

This may change from time ‘to time. There may be various reasons why 
people decide to hold more notes rather than more bank deposits, or rather, 
let us say, more notes and less bank deposits. There may be secular changes. 
There may be seasonal changes and there generally are. You find a rise in 
the note issue in November and December, and then a decline in January and 
a gradual rise throughout most of the rest of the year. From year to year 
as economic activity increases, and the whole economy grows, you will prob- 
ably find a growing volume of notes. Now, I mention this, not just as an inter- 
esting factor in itself, but because the demand for notes affects the cash reserves 
of the chartered banks, and therefore creates a situation in which the central 
bank is called upon to make a decision of some sort. At a time when the 
public want more notes they withdraw them from their banks by writing 
cheques on their bank accounts. The chartered banks, up to a point, can take 
care of small fluctuations, because they have got a supply of notes on hand. 
There is quite a fluctuation within each week, for example, which the chartered 
banks can take care of quite easily. 7 

But if there is a longer seasonal movement going on, or a secular move- 
ment going on, the chartered banks have to come to the central bank to get 
more bank notes. They can only get them by giving a cheque on their deposits 
with the central bank. That form of their cash reserves, therefore, declines. 
When the public wants more cash the banking system loses cash unless the 
central bank takes special action to relieve that situation. Vice versa, when 
the public decides to turn in part of its notes to the chartered banks, the banks 
deposit the notes with the central bank and they have a rise in their cash 
reserves unless the central bank takes other action which has the effect of 
causing these cash reserves to decline. 

As a result of all the factors which may affect the supply of cash, the 
supply of money, and the buying and selling of securities on the market prices 
of securities will rise and fall, and interest rates will move correspondingly. 
This will occur in response to economic developments even if the central bank 
does nothing or even if it keeps the cash reserves of the chartered banks con- 
stant. It would happen even if there were no central bank, but it will happen 
to a different degree according to how the central bank responds to these 
demands of the market. It can even happen in a different direction if the 
central bank decided things were going wrong within the economy, and it 
had not only to offer some resistance but actually to take some strong action 
to reverse the direction of the movement. That, however, is a very rare 
event today. It generally means that things have got out of control, for a 
non-monetary reason perhaps, such as the outbreak of war elsewhere on 
the globe, or a big change in our defence programme at home, or something 
of that sort. , 

I do not want to bore you with a long discussion of monetary policy or 
operation, but I will try to say just a few words on the events of last year. 
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As we all know, generally economic conditions were not too good at the 
beginning of 1955. There had been a recession in business starting late in 
1953, unemployment had risen, and in fact, in the winter of 1955—that is 
in January, February and ives Hehe site unemployment ratio got quite high 
something over 7 per cent of the labour force as compared with the situation 
in the United States at that time, where unemployment was 5 per cent of the 
labour force. The force of recovery from the recession had apparently got 
started earlier in the United States than in Canada, just as the recession itself 
had started earlier in the United States than in Canada. It was, for (Us):8 


curious kind of recession, or a curious use of the word “recession”, because 


actually there was not a recession, there was not a downward movement of 
much consequence. The total output of our economy scarcely declined at all, 


| except in the field of agriculture where the special factor was the small grain 


crop in the year 1954. Apart from that, economic activity in this country 
levelled off rather than declined. Generally we called it a recession, and I 
think rightly so, because we have to use some words to describe a situation 
in which unemployment is rising. Unemployment rose not because production 
was declining but because the population was rising, the labour force was 
rising and the productivity of men employed was rising. Anything apart 
from growth could be said to mean recession and would be consistent with a 
situation of growing unemployment. 

In early 1955, as throughout 1954, monetary policy was on ive side of 
what is generally called easy money. The central bank’s operations were 
such that the chartered banks at all times had plenty of cash and were able 


_ to make all the loans that seemed good in the circumstances. To the extent that 


there did not seem to be sufficient opportunities for making loans under those 
conditions, the chartered banks went out and bought government securities 
in the market with the surplus funds which you can say central bank policy 


' permitted them to have. That put money into the hands of the people who 


formerly owned the government securities, at times just as effective a way 
of stimulating economic activity as making a bank loan. ‘ 


However, in the second and third quarters of the year recovery came 
fairly quickly, particularly after June, and there was a very rapid rise in all 
forms of economic activity. Unemployment became quite small in the summer 
of 1955. This rise in economic activity was accompanied by a very rapid rise in 
bank loans, after March. Not only were there bank loans to business and to 
persons, but there was another form of credit, consumer credit, financed out- 
side the banking system to some extent and partly by the banks, which also 
went up very rapidly, particularly as a result of the very heavy sales of 
automobiles in 1955. Capital investment by business had been forecast at the 


' beginning of the year as somewhat higher than the expenditures of 1954, but 


no higher than 2 years ago, 1953. However, as it turned out the rate of expan- 
sion quickened throughout the year and the final outcome was a substantial 


rise in capital investment spending over 1953. There was also a substantial 


rise throughout the year in consumer spending. In the course of the year 
monetary policy changed from one of ease to one of neutrality, and finally to 
one of restraint. 

There were three or four particularly interesting monetary developments 
during the year which engaged our attention for a eonsiderable time. One had 
to do with the further development of the short-term money market. As I said 
earlier, the central bank at all times is entering into transactions taking place 
in the financial and securities markets. In securities matters, it deals in govern- 
ment of Canada securities of all kinds, both short-term and long-term, and 


these really are the significant day-to-day operations of the central bank. We 
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did not have, in the early days, much of a short-term money market in Canada, 
but from the beginning—from the establishment of the Bank of Canada—the 
bank has encouraged the development of a short-term money market for 
several reasons. For one thing, it is useful to have as good a market for short- 
term loans as for long-term loans; it is a convenience to the public and an 
assistance to business. Another thing is that-it is a very convenient way by 
which banks can adjust their surplus or deficit cash reserve positions. One 
way would be for them to come direct to the central bank and deal in 
securities with us or, if necessary, obtain a loan from us, but that usually 
should not be necessary because at a time when one bank is short of cash 
the. probability is that another bank is long on cash. A money market is a 
convenient mechanism by which the two can be brought together; it is ideal 
for that purpose. One requirement was that there should develop a group of 
skilled middlemen, the money market men or investment dealers, who know 
their job and have confidence that the market will continue to operate in a 
reasonably orderly way. The central bank has encouraged and has in a sense 
underpinned the market by saying to those who are specializing in this kind 
of activity that if the market seems not to be operating properly, and, in 
particular, if money is too tight, “you can come and sell your’ short-term 
securities to the central bank, provided you promise to take them back again 
after a short interval’. This arrangement is called a purchase and resale 
agreement, and through it the money market can obtain cash from the central 
‘bank directly instead of forcing the chartered banks to come to the central 
bank. 


One of the features of a short-term money market, then, is that the central 
bank engaging in an operation there has to determine the interest rate. at which 
it will do so. Practically speaking it wants to set an interest rate higher than 
that normally ruling in the market, so that it will only be a source of cash or 
- funds in the last resort; we want the market to operate by itself as far as it 
possibly can. In dealing with the money market we decided to use the same 
rate of interest as that mentioned in the Bank of Canada Act—the bank rate— 
which may be charged on loans made to the chartered banks by the central bank. 


In this case we could give additional significance to the Bank Rate which | 


hitherto had not very often been an operating rate." In fact, the Bank of 
Canada bank rate—the minimum, rate at which we may make loans and 
advances to chartered banks—had been changed only two or three times in 
20 years, prior to the year 1955. 


In February of 1955, as a result of various improvements in the short- 
term money market which are referred to in our reports for last year and the 
year before, we decided to take a further step by bringing the bank rate into 
line with short-term rates generally. That required a decrease in the existing 
level of the bank rate, which at that time was 2 per cent whereas the treasury 
bill rate had fallen to -80 or -90 per cent. So we reduced the bank rate to 14 
per cent and made public the fact as we are required to do by law, and in 
addition to that we put out a public statement because we wanted to make 
clear why this change was being made. I think the statement made it clear 
that the bank rate change was made in order to effect an improvement in the 


operation of the money market, and the fact that there was a decrease was 


not to be taken necessarily as an indication that we felt that money should be 
still easier than before. Indeed it could hardly be, because in the latter half 
of 1954 interest rates had been declining and were pretty sure to rise again 
from such low levels. We did not want the bank rate to be too high in com- 
parison with market rates and we put it down where it would come into touch 
with market rates that much sooner. That did happen in August, when we 
put it up to 2 per cent because the treasury bill rate, in particular, had been 
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rising ever since the 15th of February. If there are any further questions on 
that point I will try to answer them later on. 

Another factor in 1955 was, as I-said, the very rapid rise in bank loans 
after a slow start. I think everybody was surprised by the acceleration in the 
rate, particularly in the second half of the year. We realized, for one thing, 
that we did not have good enough information as to what was happening in 
the field of bank loans. We did have a weekly figure of the total loans, but 
very little idea of the elements which went into the total and the reasons why 


‘the total was increasing. 


At our meetings with the chartered banks in September and November 
of last year we asked for information, in the first place, on capital loans which 
they were making, and asked for that information at the time the loans were 
being made; and, secondly, for a monthly report, instead of quarterly, as to 
loans outstanding, by various categories,—agriculture, grain, mortgage security 
loans, loans to merchants, loans to various branches of industry, and so on. 
Finally, after further consideration, we asked if the banks would agree to 
provide monthly information, not just on loans outstanding but on changes in 
lines of credit,—that is on loan authorizations—in an attempt to see whether 
they will give some advance indication of the trend of the actual amounts ‘bor- 
rowed and outstanding later on. Very often a line of credit is increased or 
decreased months before there is any sign of it in the actual volume of borrow- 
ing by the customer at the bank. 

I think we have made very considerable improvements in the type of 
information available to the central bank, to the chartered banks, and in due 
course to the public at large by those developments. In addition we found 
two factors operating in 1955 which had tended to make the market, the banks, 
and the economy in general, rather slow to respond to changing trends in 
monetary policy. One of these was a revival of interest by the chartered banks 
in the field of capital loans—in making term loans or buying directly from 
their customers security issues of a character which could be floated in the 
general market. 


Mr. MAcCDONNELL (Greenwood): What name did you call that? 


The WITNESS: Term loans, capital loans, the kind which could be floated in 
the general market and which could be—and which were in other years—loans 
for long-term capital purposes, as distinct from loans for immediate require- 
ments for working capital. . 

This had two effects. It meant that the banks were taking on commitments 
to make these loans at some future time, and there was thus going to be a . 
large increase in the actual volume of credit outstanding. later on, without 
in the first instance, anybody knowing this was going to come about. It meant 
that the banks were tieing up in that way funds they would have in the future 


‘without knowing, when that time came, whether they would need those funds 


for ordinary financing of businesses and individuals. It also meant that their 
customers were not going into the securities market, the long-term capital 
market, which was thus being insulated from the effects of the strong demand 
for money which it was desirable should be communicated to it. In order 
that people needing. money should be seeking out those who had it, and in 
order that this should be reflected in interest rates, as it should be if interest 
rates are to reflect the true state of supply and demand, we suggested to the 
banks that they should refrain from making loans of this character. They 
agreed to do that. They still continue to make or they are not prevented 
from making, smaller loans of this character, but they are not making large 
term loans. 

A third element which we thought was creating some difficulty last year 
had to do with the way in which banks were obtaining the money to go on 
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making an increasing volume of loans after the central bank had stopped, or 
was trying to stop, putting any additional money into the market. Normally 
when such a thing occurs banks have to sell investments which they already 
own—long-term or medium-term government bonds—and they have to find 
people to buy those in order that the banks shall have the cash to go on 
making loans if they wish to do so. Normally also they retain a reserve of 
the very liquid assets, of treasury bills and the like, which are really held 
just in case of unexpected developments, when it might not be possible to sell 
government bonds or, indeed, the bank might not have any government bonds 
to sell. 


There has not been any standard practice in Canada as to what proportion 
of these very liquid assets the banks should keep except, in the case of cash 
only, we have the provision in the Bank Act which now says cash must average 
at least 8 per cent of deposits. In Great Britain there is an accepted standard 
that liquid assets, including cash, day-to-day loans to the money market and 
treasury bills of the national government, should be kept at 30 per cent or 
better of deposits. Any such figure would be impractical here for various 
reasons. We suggested, and the banks after considerable discussion agreed, 
to work towards a figure of 15 per cent in that respect. The actual level is 
not so important perhaps as the fact that the banks should accept the principle 
of not going below a particular level, and that the central bank should know 
it, and that all the other banks and the market in general should know it. 
When the same situation occurs again, as no doubt it will some day when the 
demand for bank loans again grows very rapidly, the effect of that demand 
will be more quickly communicated to the capital market, because the banks 
have agreed not to take the temporary and easy way of running down their 

liquid assets below 15 per cent. 

: There has been some discussion to the effect that credit Pectctane were 
adopted. I do not think that is quite correct. It was even said, I think, that 
the Bank of Canada had asked, and the banks had agreed, to put restrictions 
on credit, but that a special exemption had been requested for the field of 
housing. Both parts of that statement are wrong. We did not ask for any 
restriction on credit and we did not suggest any possible exemption for housing 
loans. I might, at this point, read the section in the annual report, page 10, 
which relates to this: 


Meetings were held between the Bank of Canada and the chartered 
banks on September 19 and November 21 to discuss the general credit 
picture. The September meeting led to the compiling of statistics on 
forward commitments already mentioned, and to the preparation of a 
classified analysis of bank loans on a monthly basis instead of quarterly 
as theretofore. At the November meeting, I expressed the view that 
the very rapid increase in the use of bank credit to finance business and 
personal expenditures had been well in excess of the rate of growth in 
the country’s production which was physically possible once a condition 
of virtually full employment had been reached, and should not be 
expected to continue on the same scale. Requests for new and increased 
credits should be examined very carefully, and existing credit limits 
surveyed with a view to maintaining control over future growth. With 
such a policy, and the adoption of certain practices regarding term 
lending and liquid asset ratios, it was believed that the ordinary workings 
of monetary policy could moderate sufficiently the demand for and the 
availability of bank credit. It was not considered necessary as of that time, 
November, to propose any over-all ceiling or limitation and it was hoped * 
to avoid such a measure in the future. Some continuing increase in total 
bank loans would very likely be required, but any tendencies toward 
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excessive use of bank credit by any category of borrower would have 
to be resisted. ; 


I do not want to quibble on the use of the word “restriction” except to 


make the point that we have not suggested an actual decrease in the supply 


of bank credit. We did suggest that growth had been going on very fast and 
while there might be some future growth it could not be expected to continue 
at as rapid a rate. It has taken a little time for our prophecy to prove true. 
Bank loans have been rising rapidly in 1956 but I think there has been some 
change in attitude throughout the banking system and among bank borrowers. 


Now, as we all know, shortly after the end of 1955 new figures were 
published as to capital expenditures expected to be made in 1956 by all 
branches of business and farming, by private individuals and governments. 
They show that the intention apparently was for a very large increase 
in spending of that character, and that is why a large increase in the demand 
for money could be expected; money to pay for the goods and services needed to 
carry on the expansion of industrial plant and equipment, of roads and highways 
and so on. All these are, no doubt, things that would seem individually very 
important and desirable, but the total was such that it was more than the 
economy could efficiently accommodate, and this gave rise to a general feeling 
that there were strong inflationary pressures still operating in Canada. 


This feeling is perhaps reinforced by the fact that our imports have been 
rising quite rapidly. We have in Canada what, in some ways, could be called a 
safety valve in that if inflationary pressures get too bad here they tend to 
spill over into the United States and other countries, and we tend to go there 
to get those goods and services which cannot be produced here, or rather, to 
get an additional quantity more than we can ourselves produce. We also have 
a tendency and, fortunately on the whole, an ability, to go to the United 
States and other countries to get the money to pay for those goods and services 
which we want. However, the need for imports might not be satisfied in full, 
and that is why one can conceive of inflationary pressures being so strong that, 
notwithstanding the ability to get some imports, particularly of capital goods 
from the United States, we would still be in danger of internal inflation in Canada. 
Under those conditions the great competition among borrowers of money leads 
to a rise in interest rates. This increases somewhat the supply of real savings 
and also tends to create a differential between interest rates in Canada and 
abroad; and some people will find it advantageous to borrow money abroad. 
There you get the financial counterpart, influenced by the kind of monetary 
policy we pursue, of the physical fact that under this condition an increased 


_ volume of goods can be obtained only from abroad. 


I am sure that I have left out a great many things which I might have men- 
tioned. I did not bring up to date the history of the bank rate position. We 
reduced the bank rate from 2 per cent to 13 per cent on February 15 last year 
and raised it back to 2 per cent on August 4, to 21 per cent on October 12 and to 
2; on November 18. At that time it was one-quarter of one per cent above the 
American rate. This spring, after an intervening period and some softness in 
the outlook, especially in the United States, the situation tightened up again, 
so in Canada we raised the bank rate early in April to 3 per cent. A week later 
all but two of the American Federal Reserve Banks, but including the federal 
Reserve Bank of New York, moved up to 2 and three quarters per cent, and 
the remaining two moved up to 3 per cent. That is where the matter stands at 
the present time. 

The CHAIRMAN: Gentlemen, I propose to read to you at this time the terms 
of reference by the House to this committee of this annual report of the Bank 
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of Canada, because later on we must bear in mind what type of ae we should 
make. It reads: 


Order of reference, Friday, May 4th, 1956. Ordered! that the report 
of the Bank of .Canada for the year ended December 31, '1955, tabled 
Thursday, March 1st, 1956, be referred to the said committee. 


In other words, the order of reference does not direct that we make a report. 
The report of the Bank has simply been referred to us. So when we make our 
report to the House we are not within the terms of reference if we make recom- 
mendations but we must make some suitable report. 

Now as to the questions which the members: may wish to ask Mr. Coyne, 
would they please take them in order and indicate who wishes to ask questions? 
Mr. Macdonnell. 


By Mr. Macdonnell (Greenwood): 


Q. I would like to ask one or two preliminary questions. “Would Mr. Coyne 
just say a word to us about the situation before the Bank of Canada came in? 
I have a general idea that operations were carried on under an act called the 
Finance Act, whereby the Treasury Department did act as a sort of coordinating 
influence. Could Mr. Coyne say a word or two as to the operations of that act, 
which began during the first war?—+A. That was a little too early for me to have 
very much knowledge of it. You had the rudiments of a central bank there. 

_ Q. The only reason I ventured to ask that question was that there was not 
unanimity of opinion at the time of the MacMillan report, and there were 
dissenters.—A. Yes. Whether or not they were wrong at the time, I think they 
have more or less disappeared now. I do not think anybody now says that we 
should not have a,central bank because activities have become so complex that 
more and more the machinery of the Finance Act, which was really rudi- 
mentary, would not be able to do the job. 

@. Its chief purpose was to give the banks some recourse when they were in 
need of the kind of assistance which the central bank gives now’?—A. Yes, but it 
left the initiative entirely tothe banks. 

@. I have a question in regard to interest rates. Could you say a word in 
general to us as to the effect which the bank rate—which has almost magical 
significance in England—as to the effect it has had on business, or in our thinking, 
or the effect it has had on the bank rate which you said remained practically 
unchanged for twenty years?—A. It was not unchanged. Let me see if I can 
recall it. It was set at two and one-half per cent originally, I think, and it was 
reduced to one and one-half per cent in 1944 as a means of suggesting that there 
would be plenty of money for business to meet post war difficulties; and it was 
‘increased to two per cent in October 1950 after the Korean war started and 
when we had a rush of money coming into Canada at that time. That was part 
of the whole program which included the abandoning of a fixed exchange rate. 
It then remained unchanged from October 1950 until February, 1955. 

It was used at first as a signal. Central banks to not like to make precise 
statements and to say “we think the situation is going to get better or get 
worse’, or that any specific thing is going to happen. But people can form their 
own conclusions or opinions from what the central bank does, and one of the 
things which could be done at that time was to raise or to lower the bank 
rate. It did not have any. operating significance for us in the money market 
because we did not have a very broad short-term money market, and we did 
not know what big or what little effect a change in the bank rate would have 
upon other markets and on long-term rates, and so on. It was just a signal of 
a major change in the general economic situation. Perhaps that is what it has 
been mostly used for in the United Kingdom, and I think there, as elsewhere, 
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_there is a tendency now’to make the bank rate much more flexible and to 


make changes in it more often. 

There they have a tradition of raising it by one per cent at a time and of 
reducing it by one-half of one per cent at a time. That is according to an old 
tradition which they have. But here and in the United States,—and I think 
it is agreed since 1950 in both countries—the practice is now to prefer smaller 
movements of the bank rate, because a large movement would have too much 
of an impact. There should, not be undue delay in making changes. You can 


make them at one-quarter of one per cent at a time or at less than that. In 


that way you try to keep abreast of developments in the money market and 


in the supply and demand for funds of all kinds, and it has now become an 


operating factor as well as a symbol-or signal. 

Q. Speaking of Canada?—A. Yes, and of the United States, Oe for the 
United Kingdom too, although perhaps to a lesser extent there; and we feel 
that that is a method which is best suited to our situation. 

Q. Did you not say that it would have less of an operating effect in the_ 


United Kingdom?—A. No, I do not think I put it that way. I said that it still 4 . 


carried much more of the significance of a major signal. iy 
Q. In the United Kingdom?—-A. Yes; whereas in the United States and in : 
Canada it was more of a-minor signal Woe was more frequently used as an 
operating factor of monetary policy. 
@. Could you go any further in England and say that the rise of the. bank 


-rate—you reminded us that it was made as much as possible at one per cent 


at a time—that it had a more important economic effect on general business? 
—A. Sometimes it did, and sometimes it did not. It always had some effect, 
of course, but it may have lost some of its magic from that point of view. For 
example, they have increased it a number of times since the war, and a number 
of times in succession because presumably there were very strong influences 
at work there, so that any one movement of the bank rate was not sufficient 
to counteract those influences. 

~Q. I was interested to read the other day that in one or two of the joint 
stock bank reports they referred to the increases last autumn in most con- 
temptous terms “mangy mice’, as an indication that it was utterly inadequate 
for the job. What would you say as to that? I am not asking you to criticize 
them, but what can be said about this increase?—A. It is a bit embarrassing 
to comment because there was a lot of argument going on in the United King- 
dom and we do not want to take part in it. The point was made by some that 
their monetary action should be reinforced by cutting down. government 


_. expenditures and controlling the capital investments of nationalized industries. 
_ There was a lot of argument going on as to what kind of measures were needed 


over there. Some people were inclined to say that those monetary measures 


“were inadequate, and that much more had to be done. 


Q. You pointed out that in the first 20 or 22 years of the bank’s history 
there were few changes, while we have had four or five changes in the last 
few years. Is there any disadvantage in itself in having frequent changes? 


Does that tend to make business timid? Does it represent a change in the 


policy of the bank itself?—-A. It does not come out of the blue sky. If it did, 
if there was something unpredictable about it,-it might indeed have a dis- 
turbing effect. I think the smaller the change at any one time, the less dis- 
turbance there would be. 

The interest rates change every day and the central bank exerts its 
influence, or refrains from doing so, which is just as significant, every day in 
the year. We could move the bank rate every day in theory, but since it is 
intended as a rate of last resort, it is not necessary to move the bank rate 
every time there is a movement of one-sixteenth of one per cent in the 
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treasury bill rate. So you do not move the bank rate unless there has been a 
movement of other interest rates preceding it, not necessarily of the same 
magnitude, because there cannot be an absolutely fixed relationship between 
the bank rate and other interest rates. But almost always you will find there 
has been a movement in the same direction as the change in the bank rate but 
antecedent to it. 

That was the case in our last uid on April 4th, for example; interest 
rates had been rising for some time, for some weeks indeed, prior to. that. 
There is always a problem for the central bank as to the timing of the change 
in the bank rate, but the trend is more and more to change it in conformity 
with the general market. 

Q@. I realize that it is hard to be dogmatic about whether it is a case of 
cause or effect. I suppose it is a little bit of both.—A. Yes. 

Q. But I am surprised, because I have a feeling that in England at anv 
rate the bank rate is regarded not mainly as an effect, but almost exclusively 
as a cause. Would that be a fair statement to make in regard to England?— 
A. I hesitate to pin-point myself absolutely to that statement, because it is 
apt to lead you to say that if it was cause, then why was it not done a month 
or six months earlier, or was it only done after things got out of control? 
I do not know what principle was at work in connection with it, and I would 
find it very difficult to discuss it in relation to another country. 

Q. I shall give way now and reserve my further questions until later. 


The CHAIRMAN: Mr. Fraser. 


By Mr. Fraser (Peterborough) : 
Q. Mr. Coyne, on page 3 of your report you have this to say: 
The capacity of the economy continued to increase at a more or 
less normal rate - - - 


Owing to the fact that at the present time in the United States alone 
they have over 900,000 automobiles in storage, while we have about the same 
proportion in storage in Canada, what effect. will that have on the economy 
of Canada because sales have definitely dropped off during the last month, or 
since March?—A. I think that the movement has been much more pronounced 
in the United States than in Canada. 

Q. They are worried about it there—A. It now appears that the automo- 
bile industry oversold the market in 1955, certainly in the United States, and 
perhaps in Canada, but production here has kept up pretty well and sales 
have kept up pretty well these last few months. There has not been anything 
here like the drop there has been in the United States, so the effect would be 
an indirect result of what is happening down there; and if the drop in automo- 
bile sales and production and employment in the United States was such 
as to throw a bit of a chill into business, for instance, then it would have a 
very important effect upon us too. 

Q. Another question: at the present time with respect to preferred stocks in 
Canada, the interest rate in them, or the dividend rate is rising, while on com- 
mon stocks the dividend rate is going down. That means that the money market 
is getting a little tighter, and I wondered if that would have any effect on the 
interest rate given by the chartered banks to their depositors?—-A. I do not 
think I can follow through that far. That would be quite a long chain of cause 
and effect, but certainly the rise in the stock market prices has the effect of 
reducing the yield that you get on your investment there. On the other hand 
falling bond prices and the rise in the coupons of new issues have an effect 
of increasing the yields at which you can put your money in bonds. A 
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_ narrowing of the differential generally has an influence on business and on 
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private individuals. It may be that bond yields are now higher than stock 
yields, but I am not in close touch with it. 


Q. Dominion bonds have gone down in price. You buy them on the 
-, market, of course?—-A. We buy at times, yes, partly for reasons of monetary 


policy in the ordinary sense as I have explained, and partly in the interest of 
maintaining an orderly market. We would not attempt to buy them all in 
at any given level of price, but we have been buying bonds the past few 
months. In that case other people have been selling them, and that brings 
about some increase in the money supply which might be justified, although 
it has been very small recently. 

@. A member said yesterday that it was pretty hard to borrow from the 
chartered banks on government bonds at the present time. Why would that 
be?—A. It would be, if it occurred, because the bank concerned would itself 
have to sell a government bond at a loss in order to realize the funds to make 
that loan, and it might prefer to have the customer make the sale of his own 
government bonds and thereby take the loss rather than the bank having to 


take it. Iam quite sure that loans are still being made by the chartered banks 


on government bonds, but they might turn them down in some cases. 
Q. They would safeguard themselves with a margin, would they not?— 
A. Oh yes. 


Q. They would have to take quite a margin?—-A. Yes, but they may be less 


ready to lend against government bonds now that they cannot get the additional 


cash to support a higher volume of loans and deposits. When the banks lend 
money today it means that they have to sell some other assets of equivalent 
value. 

Q. With regard to the unfavourable balance of export trade now in Can- 
ada which is over $300 million, would that have an effect on our money market 
here and on the interest rate? Does that have any effect on them?—A. You 
might say that if people had to raise money with which to buy goods from 
abroad, and the public as a whole had to raise funds to do that in excess of 
funds coming in from abroad, that would be a factor in the money market; 
but you have money coming in from abroad, for example from the sale of goods 
and from capital borrowings by governments, and by business, and from the 
sale of securities and so on; and all these various factors have a strong influence 
on the market and against each other; and the final outcome is to be found in 
the general level of security prices and in the interest rate. 

@. You said that a number of these Canadian firms are financed in the 
United States because they can get cheaper money. What is the differential 
in the United States on these loans?—-A. Well, it varies undoubtedly with each 


individual case. 


Q. On first class securities?—-A. For national government securities the 
present interest yield at market prices in the United States would be about 
one-half of one per cent less than it is in Canada. Individual Canadian cor- 
porations, municipalities, provincial governments, hydro electric systems, and 
so on, might do as well as that or find that their savings run-less than that. 

Q. What about the exchange rate? What effect would it have?—A. It 
depends on the balance between all the factors representing money coming 
in or going out. Again, it shows up in the exchange rate, which here is a 
flexible rate, not a pegged rate, and which is affected by the supply and 
demand in the market with only a moderate official contribution provided on 
one side or the other. By contrast in a country with a fixed rate the authorities 
must put all the exchange into the market demanded at that rate, or accept 
all the exchange within the market offered at that rate. 


The CHAIRMAN: Mr. Cameron. 
74587—2 
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Bs Mr. Cameron (Nanaimo): 


Q. I would like to revert to the question of the effect of ebaiees in the 
bank rate. I am not sure if I understood you. It seems to me you said that 
changes in the bank rate hitherto have been largely symbols, shall we say, or 
warnings to the economy, and that you felt that bank rate changes now are 
becoming more of an operating factor?—A. Yes. 

Q. Would you mind elaborating on why this would be the case now and 
“not before?—-A. Yes. Suppose the bank rate was two per cent and treasury 
bills were yielding one and three-quarters per cent which might be a fairly 
normal differential between them, although it is not fixed. If the demand for 
treasury bills falls off and the yield rises, treasury bills might go to two and 
a quarter per cent. At that point anybody who could borrow from the central 
bank might say: “let us go and borrow money at two per cent from the central 
bank and invest it in treasury bills from which we will realize two and one 
quarter per cent and take one quarter per cent by way of the differential.” It 
might even be less than that. It would be a “free ride’. That is one reason 
why if short term interest rates are raised you would want to have the bank | 
rate raised at the same time. But that would not be true at a time when you 
did not have these short term money market arrangements giving access to the 
central bank which began only three years ago, and at a time when the char- 
tered banks were not of a mind to borrow from the central bank. For a long 
time they thought it was rather indecent and they did not do it. You did 
not then have the connection between the chartered banks and the short-term _ 
money market. But beginning in July 1954 the chartered banks agreed to 
put out money to the market at “call”. It is “called” every day. They will - 
lend to specialized dealers at a rate somewhat below the treasury bill yield or 
the yield on other short-term securities, but they may need the money tomor- 
row and they will “call” it back again, whereupon the dealer will have to find 
his money somewhere else, either from another bank, in the last resort from 
the central bank. 

Q. Would you say, Mr. Coyne, that that makes ae power to alter the bank 
rate a weapon for the control of inflation, or the reverse?—A. It is a useful 
instrument among the various operations which the central bank can take to 
exert influence on inflation, or the reverse, yes. 

Q. Would you think it would be very decisive by itself?—A. I do not think 
any one thing is decisive by itself, no. 

Q. In tying on to that, I would like to deal with the other weapons you 
have of controlling things you deal with in your report, to some extent. I 
notice that you have laid great stress on the convention that you have come to 
with the chartered banks with regard to the ratio of liquid assets. Am I right 
in thinking that you consider those of great importance because the other 
weapon, the traditional one, of control of the cash reserves, has not been too 
effective?—A. No, that is putting it too baldly. This will make it easier, I think, 
for central bank action to be felt, and to create its effect without very violent 
central bank action having to be taken. Let us suppose that there was a time 
when central bank action would reduce bank cash by $10 million in the banking 
system as a whole, or for any one bank, for that matter. If that bank felt, 
“Well, we will just not renew treasury bills to that extent, we,will get our cash 
back again in a few days time,” that is all right if it is going to be a very 
temporary situation. But, if it is at a time of expanding loans and continuing 
need for cash on the part of the banking system it is undesirable that they should 
sell treasury bills, or let them drop for more than a few days at a time. They 
should restore them; and in order to do that they will have to sell something 
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ie longer than a treasury bill, and something which will have some influence on 


the whole market, the whole capital market, by the fact that there is a selling 
pressure there. 

Q. Would you agree, Mr. Coyne, that the measures we took two years ago, 
really to give legislative authority to the statutory requiremnets for cash 
reserves, because that is what it actually was?—A. Yes. 

Q. The disparity was so great before; would you agree thata great part of 
the effectiveness of that measure was due to the flexibility that it provided? 
It did not merely raise the statutory requirements, it gave you a field to 
manoeuvre’?—A. Yes. It allowed the banks to let their cash fluctuate more from 
day to day, provided they maintained an average every month. 

Q. But did it not also, on the other hand, allow you to affect the total money 
supply more effectively because you had that range?—-A. You mean the power 
that was given to the central bank to raise the cash reserve requirement? 

Q. Yes, to alter it between limits.—A. No, I do not think it gave us a flexible 
instrument at all. I think it gave us an emergency instrument which would 
not very often be used. I hope the occasion to use it will never arise, but it 
might. 

Q. With the convention that you spoke of here, supposing there was a conflict 
between the interests of the chartered banks, and what you, as the governor, 
considered to be the interest of the Canadian economy, would there be any way 
in which you could enforce this convention with regard to the liquidity of 
assets?—-A. There is no legal basis for it, no law on it, no. I do not think there 
would ever be any real conflict between the interests of the chartered banks, 
properly considered, and the interests of the Canadian economy. 

Q. Properly considered, yes; but of course, it depends on who does the 
considering. 


By Mr. Macdonnell (Greenwood): 


Q. You mean considering it according to the views of the Bank of Canada?— 
A. No, I mean considering it after discussion from all points of view. 


By Mr. Cameron (Nanaimo): 


@. You do not consider you would be in a better position to carry out the 
job that was given to you when you became the governor, to regulate currency 
and credit, that you would be able to do that better if that convention were 
placed on the same statutory basis as the cash reserve provision?—A. I am 
confident it will work the way it is. I may be proved to be wrong, but I do not 
think so. 


By Mr. Quelch: 


Q. Just following that point, in order to enforce the action, you could always 
warn the banks that if they did not maintain that liquid position you might find 
it necessary to increase the cash reserve requirement, and in that way you. 
would have the power?—A. Yes. I mean you could make a threat, but I do not 
think that is a very good way to go about things. 

Q. Hardly a threat, it is a stating of fact that it would be necessary.—A. 
No. You would have the additional disadvantage that it leaves it to them to 
make the choice. There might be very good reason from our point of view 
why we would not want to raise the statutory cash minimum but would want 
to see the conventional liquid asset minimum ratio adhered to. 

Q. What are the main reasons for the big difference in the cash require- 
ments in Britain and Canada? I think you said 30 per cent of—A. Liquid 
assets, not cash. It has grown up there as a matter of practice. 
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Q. What is the cash reserve required there?—-A. 8 per cent. 


Mr. MACDONNELL (Greenwood): Could I be allowed, before we leave 
this to ask a question relevant to what has been going on, or would you 
rather I wait? 


The CHAIRMAN: I would rather you wait, because one question leads to 
another, Mr. Macdonnell. 


Mr. MacEacHen: Mr. Chairman, I was interested in some of the. com- 
ments that the governor made about monetary action. I have the opinion 
that whatever value monetary action has in this field, it is principally confined 
to combating inflation. There are no real positive measures you can take 
to combat deflation, are there? ; - 


The CHAIRMAN: It is hard to hear you, Mr MacEachen. Would you speak 
louder, please? : 


By Mr. MackEachen: 


Q. I was expressing the view—A. I got the question. I am not sure 
whether the reporter did. 


Q. I want to know, first, whether you agree with that view and secondly 
if you do not agree with that view, would you illustrate the type of action 
you did take in the beginning of 1955, and if you did not take any action, 
what action you considered and rejected?—-A. You want to go back really 
to 1953 and 1954, I think. I think you would want to go back earlier than 
the first part of 1955, because the condition you speak of began in late 1953. 
Now, first on your general theoretical point, I do not know what the answer 
is, whether the powers of the central bank are more effective as against 
inflation than against deflation. That may be true. Of course, inflation is 
popular in many quarters, or the conditions that breed inflation are popular 
in many quarters; and the central bank, in some ways, is the only body which 
is specifically charged with the duty of fighting against it. Therefore, we 
have to take that responsibility very seriously. We take equally seriously 
our responsibilities in the other directions. When you get into a condition 
of depression or recession with less than adequate monetary demand for 
goods and services to be produced in the country, there are any number of 
different measures that can be taken by different people both in the federal 
government’s sphere and outside it. It may be that merely providing an 
adequate, or more than adequate supply of money and availability of credit 
is enough, but there are often too many influences affecting people’s minds 
so that they do not take advantage of the credit which is available. 


By Mr. Macdonnell (Greenwood): 


Q. Perhaps you need a psychologist and not a banker.—A. Yes, a banker | 


has to be quite a psychologist too, but he knows there are limits to the 
influence that he can exert in his own proper sphere on the psychology of 
people. Now, in fact, beginning in 1953, and certainly throughout 1954, 
plenty of money was available, interest rates were falling, and banks had more 
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cash available than they needed for loans. As I said earlier, in order to | 
employ that cash, they went around buying securities, government securities, — 


on the market, and in that way put much more money in the hands of the 
people who previously had those securities. That is about all, in the proper 


sphere of monetary policy, that can be done. The business of urging people ~ 


to spend, and to undertake investment, or doing it instead yourself as a 
government can do, that is outside the hands of the central bank. 
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By Mr. MacEachen: 


4 Q. From your remarks, Mr. Coyne, it seems that once the central bank 

has made credit available, the money may just sit there and nothing happens. 
That is not useful action. If that is the conclusion, I think that it is about 
time we realized in Canada and in the House of Commons that monetary 


- action is very limited, and hardly a useful instrument to overcome a real 
- deflation.—A. I do not think anybody ever said it could overcome a real 


deflation. It is absolutely essential, of course. You cannot overcome it 
without appropriate monetary action. On the other hand, monetary action 


_ tay not be sufficient by itself. It depends so much on the circumstances. 


Bs: Q. I cannot conceive of a situation where monetary action would be, by 
itself, helpful. It would be helpful, but not decisive.—A. It was helpful in 
*» 1954, I am sure, both here and in the United States. I will not say it was 
% decisive, but there were various factors. For example, there were cut-backs 


in defence spending in the United States, very large reductions in the placing 


of orders quite apart from the deduction in the spending of money after those 
~ orders were made, which affected the minds of businessmen all over the 
# country. People had been accumulating inventories thinking business was 
_ going to be good. They decided in many cases that their inventories were 
- large enough, or too large, and started to reduce them. That sort of thing 


goes on until something happens to make people change their minds again. 


' One of the things that helps in that direction, undoubledly, is an adequate 
' supply of money and credit to finance inventories, and to finance new pro- 
' grams for the future, and so on. 

Perhaps there is still a lot to be learned, I am sure there is in the 


E administration of monetary policy, as to how big an effort you have to make 


4 and how long a time you must wait before you see the results of it. I do not 
- claim that a monetary policy can work wonders. I think it has an essential 
-and very useful job to perform. 


By Mr. Enfield: 


Q. Following along that same line of thought, Mr. Chairman, the thought 
strikes me that the bank’s action on the other side of the page, in regard to 


- inflation, is certainly very decisive; and I rather thought that when Mr. 
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Coyne was remarking that no credit restriction, or certainly no strong credit 
restrictions, had been imposed, he might have had his tongue in his cheek a 
little bit, because we still realize when you get down to the practical level 
of trying to get a loan from the bank, here is the story you get from the local 
- bank manager, that no new line of credit is to be established; because he has 


‘been told that the banks have entered into some sort of an informal agreement 


not to extend any new line of credit. I have checked this with several of 
the local bank managers in my area, and this is exactly the story one receives. 
~ In addition, in the metropolitan Toronto area I do not think there has been 
any activity, or certainly very little in the field of mortgage loans under the 
- National Housing Act in 1956. So that it would seem to me that your view 
that no credit restrictions have been imposed would need some modifying, 
or some further explanation.—A. Of course, when more people want money 
_ than there is money available, and more people want goods and services to 

erect buildings than other people are willing to give up for that purpose, 
when the demand exceeds the supply in that physical sense, somebody and 
some individuals are going to find they miss out. Any monetary policy, of 
- eourse, is designed to prevent there being too much money which would lead 
_ to money being used as an instrument of competition to bid up the prices of 
_ all goods and services. 
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We must have some limit on the supply of money, obviously; and some 
people, therefore, are going to find that it is the money they cannot get. They 
do not have it themselves and they cannot borrow it. But, other people are 


borrowing it. Business has not come to a stop. Bank loans are going up, new © 


commitments are being made for housing mortgages all the time. Some 
banks are perhaps finding they have less desire to make loans of that sort than 
other banks; but even those that have said that they will not take on large 
projects are making loans to indiviual applicants who want to buy a new 
house, or are making mortgage loans. Every bank in the country, I am told, 
is doing that; and even those who say they are not now taking on projects 
have in fact taken on a great number of projects this year, and the figures 
bear this out. I am sure there are some people who have been disappointed 
and who have either not got a loan at all, or have not got as much as they 
wanted. But, the total of bank loans is very large, and it is increasing. 


Q. Is it not a fact that normally you use the price levels so far as inflation 
is concerned?—A. It is a symptom of trouble when it finally occurs, yes. 

Q. In your report on page 4 you make the statement that during 1955 
prices remained relatively stable. How do you equate that with the obvious 
~ concern regarding influences that your report expresses?—-A. There were very 
strong expansionary influences, shall we say, rather than inflationary influences. 
Prices outside the field of agriculture were rising. Agriculture prices, as we all 
know, were falling. 


Q. Yes.—A. I do not believe there is any connection. between the two. 
I think it was just a fortunate accident, fortunate for the economy as a whole, 
and unfortunate for the farmer. Agricultural prices were declining at the 
time, but other prices were going up. If it were not for this world situation 
respecting agricultural prices we would have had an over-all rise in prices 
in North America last year, with exactly the same degree of pressure as 
we did in fact have. Now, agricultural prices are not going to go on falling 
indefinitely. They seem to have turned now, as a matter of fact. If the same 
pressures affecting non-agricultural prices continue we will have a rise in 
the price level in 1956. : 


@. Can you say this, that the inflationary tendencies are in particular 
fields, in particular lines of activity such as perhaps construction, that are 
facing the inflationary tendencies, rather than general?—A. It is hard to say. 
There were a number of inflationary tendencies, and there was only one 
opposite tendency. Construction was certainly very strong and looks as though 
it will be even stronger this year than it was last year. Consumer spending 
was stronger and yet quite a fair degree of saving was being carried out. If 
you mean that there was some particular trouble-spot which somebody should 
do something about, that is outside my field. . 

@. The Department of Labour this winter sparked a nation-wide program 
to modify the effects of seasonal unemployment. At the same time, your depart- 
ment adopted this anti-inflationary program starting about J anuary; I believe 
that was when the banks really started to put on pressure. Do you see any 
sort of inconsistency there in government policy? I know you are aware of 
this because on page 11 of your report it says: 


Seasonal influences, which usually cause a decline in the volume of 
loans outstanding after mid-November, this year slowed down the rate 
of increase. 


Now, do you not think that your policy, instituted at that particular time, 
was in conflict with some other policy that tried to modify it?—A. I do not 
think there was any conflict at all. In the first place our policy started early 
in 1955; interest rates started to rise early in 1955 and went on rising through- 
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out 1955. The particular impact on the chartered banks may have been more 
pronounced in January 1956. If you tell me so I am prepared to believe it. In 


any event, I do not think that monetary policies have any influence on seasonal 


unemployment. You will find we can have rises in unemployment at one season 


and declines at another season with any level of over-all activity. I doubt if 


monetary policy can be helpful in overcoming specifically winter unemployment. 

Q. You do not consider that a big factor?—-A. When I spoke of seasonal 
influences as affecting bank loans, that is another thing. That arises out of 
the fact that at Christmas everybody buys a lot and the merchants’ shelves are 
bare, and they are able to pay off their bank loans; but it has nothing to do 
with the state of unemployment. 


By Mr. Benidickson: 


Q. Mr. Chairman, Mr. Coyne did make one quotation from his report 
which I think has a relation to the question asked by Mr. Enfield. When the 
governor says that at a November meeting with the banks he expressed the 


view of a very rapid increase in the use of bank credit to finance business and 
-. personal expenditures, it seems to me it is a natural thing for this committee 


to look to the next quarter to see if we could get any figures as to what results 
have come from the meetings with the banks in September and November, 


or whether there is anything notable yet. I think that we have to look at the 


table on page 6 of the report. Would Mr. Coyne project that report on bank 
lending to give us some figures for the first quarter of 1956?—A. Yes, I can 
do that. Looking specifically at the category of general loans, there has not 
been any slowing up in the first quarter of 1956 in the rate of increase. The 
increase was $255 million. 

Q. That is still a bigger increase than in the fourth quarter of 1955?— 
A. A little bigger than in any quarter of 1955. The banks believe that this 
resulted from customers making use of credits which had been authorized in 
1955. If things had really got out of control and it was necssary to apply a 


real restriction, I would have had to ask the banks to reduce their authorized 


credits. That would upset people’s programs built up on the assumption they 
could use their lines of credit. We did not think that the situation required 
that action, and I do not think it will. From the feel of things we are told by 
the banks that they think the rate of increase is tapering off and will level off 
quite a bit; but no one can say for sure whether there should be some further 
increase or no further increase. Again, we all hope to see some expansion 
in our total economy every year. It is particularly difficult merely to look at 
the quantity of money or volume of bank deposits and say that figure is too 
high, or too low, or just right. Even if we could by some miracle figure out 


' what amount is just right for the situation today it would be different tomorrow 


and next week. The volume of money in active use, including that which 
is in active bank deposits, is going up and down from day to day. You also 
have a considerable volume of savings deposits which are dormant. In some 
circumstances people who have been content for years to leave their money 
lying idle in the bank may decide they are going to spend it and any theories 
you had regarding the appropriate quantity of money are quickly upset. You 
have to look beyond the mere quantity of money to the volume of spending 
of all kinds that is going on. . 

Q. The question was raised on insured mortgages. I was going to ask a 
similar question in respect to the first quarter of 1956 as to what lending has 
been done by banks on insured mortgages?—-A. Again, it would be really 
because of commitments they entered into long ago. The net outlay on insured 
mortgages by banks in the first quarter of 1956 was $51 million; the gross was 
considerably larger. The banks found that they could sell some of those mort- 
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gages to other investors and raise money in that way. So the net increase in 
their mortgage loans is not nearly as big as the total amount of new lending 
would indicate. That is a very interesting and useful development. Under 
the National Housing Act there are only certain types of approved lenders. 
They must administer the loans they have made, do the collections and so on, 
and see that the taxes are paid; but they can sell the loans as such to other © 
approved lenders or to people who are not approved lenders such as pension 
funds and private individuals. We are hoping to see the development of a 
secondary mortgage market, in insured loans especially in which savings 
accumulating in some form other than bank deposits can be used to buy 
mortgages from the banks and life insurance companies. 


By Mr. Cameron (Nanaimo): 

Q. Has there been a noticeable market developing?—A. I would not say 
there was an organized market, but there has been a demand. 

@. Mr. Towers expressed the same hope in 1954, that there would be a 
development of the mortgage market.—A. One hears about efforts being made 
to organize specific institutions for that purpose and we will give them help in 
any way we can although it is not directly in our sphere of operations. 


By Mr. Benidickson: 


Q. When Mr. Coyne was describing the changes in the bank: rates taking 
place in Canada in 1955, he also mentioned 1956 and at the same time made 
some reference to the rates in the United States. Could he give-us some recent 
bank rates for the United Kingdom?—A. I do not have the exact dates handy, 
but in 1955 the United Kingdom increased the rate from 3 to 34 per cent, 
and then later to 43 per cent, and early in 1956 increased it to 54 per cent. . 


By Mr. Hollingworth: ea 

@. I was interested, Mr. Coyne, in your observation about inflationary 
tendencies in this country, and I presume that the raising of the interest rate 
is a real deflationary step. Have agricultural prices risen in 1956, and is that 
the reason, along with the continued expansion in this country, that you feel 
there is an inflationary tendency at the present?—-A. I would not say there is 
an inflationary tendency, but there are strong forces of demand which some. 
people think are excessive. People looking at these figures for investment say 
it is not physically possible for that to be done and, therefore, the attempt 
to do it as evidenced by the continuing rise in the demand for money, would 
indicate strong pressures. I hope that those pressures will be moderated. They 
express themselves, quite apart from any action of the central bank, in the © 
rising interest rates as a symptom that the demand for money is greater than 
the supply of savings. That will have some influence simply by itself. The rise 
in interest rates will encourage savings and discourage borrowing to some 
degree. In addition—again quite apart from the central bank—a feeling 
develops when the demand for money is very large which tends to make lenders 
more cautious and more choosey. Some borrowers find that they cannot borrow 
at 4 per cent and shy away from borrowing at 5 per cent. Others say, “we do 
not care what the rate of interest is which we pay”, but they may find that 
the lender will not lend even at 5 per cent or 6 per cent. The lender might 
simply say, “we do not think we want to lend to you-at that rate of interest’ 
or “we do not think your enterprise would support that rate of interest”. There 
are all sorts of reasons why a rise in the rate of interest will encourage savings 
and, to some extent, discourage borrowing. 
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I am not upset by the rise which has been taking place in agricultural 


prices. I only pointed out that they were falling in 1955 and that they were 


the only sector in which prices were falling significantly. They are not falling 
now; they are rising a bit. 

Q. I thought the interest rate was rather too drastic because the information 
I have regarding what the chartered banks are doing now is that it is rather 
unfortunate. I have had the same experience which Mr. Enfield has had in 
Toronto that it is quite difficult for a person to get a loan from the banks and 
that builders are going to the insurance companies rather than to banks to get 
loans. It is my experience that practically the whole source of mortgage 
loans from banks has dried up this year.—A. I do not think that will be general 
or that it will be permanent. It is possible that the total volume of money 
made available for housing mortgages will be smaller this year than last 
year. It is possible that there might be more of it done outside the National 
Housing Act this year and less done inside. I can quite see the possibility, 
either because of the other demands for money or for other reasons which 
are also operating in the housing market, that you might have some decline 
in the volume of housing loans this year over last year, which was quite a 
big year. 


Q. I read in the New York Times, I believe, that industry in the United 


. States is cutting down in the number of hours being put in by the workers. For 


example, I believe the automobile industry is working one day less. ‘Would 


“you say that is a possible harbinger situation peculiar to the United States 


or do you think it is anything to worry about?—A. I think it is too soon to 
say. Most indications in the United States are that automobiles, farm imple- 
ments and one or two other things have slumped a bit but they have had very 
little impact in this country. I do not believe there can be any permanent 
decline in the demand for automobiles. I think people on this continent 
will go on having one, two or three cars, as many as they feel they need, and, 
taking a longer view, there will be a very large produttion of automobiles in 
the future in the United States. 

Q. One often hears it stated that if there is a recession in the United 


States we would probably feel the effects of it about six months later. Do you 


consider that would be true, and if so can we do anything in respect to our 
fiscal or monetary policy to prevent a recurrence of the conditions in 1954?— 
A. No one can tell at any given moment whether the development in the 
United States is going to be transitory or not. It might go on, and it might 


change. No one, I believe, has ever been able to figure out how much that 


development will affect Canada, if at all. While we are subject, certainly, 
to major movements elsewhere, we can also be disturbed by upsets in our 
own economy. 

Perhaps I had better leave the second part of the question. 

Q. First of all, does the Bank of Canada have any control over fiscal as 
well as monetary policy?—A. We have no control at all over fiscal policy: ; 

Q. What steps would you outline to prevent a recurrence of what hap- 
pened in 1954? 

Some Hon. Memsers: It is one o’clock. 
The WITNESS: That gives me a day to think about it. 


The CHAIRMAN: If I can get a committee room we will meet again at 
11 a.m. on Thursday. Otherwise, we shall next meet on Tuesday, May 22nd. 
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TUESDAY, May 22, 1956. 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 


am. this day. The Chairman, Mr. John W. G. Hunter, presided. 


Members present: Messrs. Ashbourne, Bell, Blackmore, Cameron (Na- 


q naimo), Carrick, Deslieres, Enfield, Fairey, Follwell, Fraser (Peterborough), 


' Hanna, Henderson, Huffman, Hunter, Macdonnell (Greenwood), MacEachen, 


- Matheson, Philpott, Power (Quebec South), Quelch, Regier, Richardson, Viau 


4 and Weaver. ” 


YW 


q Chief, Research Department; both of the Bank of Canada. 


a t 


In neeenaniice: Mr. J. E. Coyne, Governor; and Mr. R. W. Lawson, Deputy 


The Committee continued its consideration of the report of the Bank of 


: Canada for the year ended December 31, 1955. 


Mr. Coyne was further questioned, in the main on the principles, techniques 


4 and practices of central banking. 


At 1.00 o’clock p.m., the Committee adjourned until 11.00 o’clock a.m. on 


Tuesday, May 29, 1956. 
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May 22, 1956, 
11.00 A.M. 


The CHAIRMAN: Order, gentlemen, I see a quorum. Would those who 
wish to continue with questions please do so? 


Mr. J. E. COYNE, Governor, Bank of Canada, called: 


By Mr. Macdonnell (Greenwood): 


Q. I would like to ask some questions about the relationship between the 
bank and the Department of Finance, questions of responsibility and authority. 
You will recall I think that two years ago when Mr. Towers was before the 
committee at the time of the revision of the Bank Act, those questions arose. 


I do not remember the exact words he used but I believe I would be correct 


in saying that when he was asked about the relationship he said in effect that 


if there was any difference on which he felt it necessary to take a stand, the 
only recourse for him would be to resign; in other words, that he was the 


servant of the Department of Finance. Is that a fair summary of your opinion 


of what he said?—-A. No, Mr. Chairman, I do not think he said that he was the 
servant of the Department of Finance. 
Q. You will correct me to whatever extent is necessary. I would suggest 


_ that you should make whatever correction is necessary in my phrasing. Mr. 


Abbott expressed the same view. I had hoped to have the quotation before me 
this moring but I have not got it?—-A. Would it not be more correct and nearer 
to what they said, to say that both Mr. Towers and Mr. Abbott pointed out the 
responsibility resting upon the management of the bank; and Mr. Towers, 


ey perhaps more than Mr. Abbott, emphasized that nothing could relieve the 


management of that responsibility? They are responsible for what they do 
-and they cannot escape that responsibility by saying that they took a particular 


rs action because that was what the: government wanted. The only action the 
management of the bank can take is that which they themselves believe is the 
-. proper action for them to take on their own responsibility. Mr. Towers did 


f 


point out, of course, as anyone must, that if the government of the day were 
sufficiently displeased with the bank or the management of the bank, they could 
put in motion steps which would bring about a change in the management. 


_At some stage in that process, if the government were so determined as to 


make a real issue of it, a public issue presumably, the governor would have 
to resign. 
I do not think it follows from that,—I am sure Mr. Towers did not mean 


it to follow from that,—that because the government can bring about the 
removal of the governor of the bank, therefore, the governor of the bank must 


do whatever the government wants him to do. Nor does it follow in fact that 
the government expresses views of a kind that would require action by the 


bank contrary to its own views of what should be the appropriate monetary 
- policy at that time. Certainly parliament is supreme, and the government, 


having a majority in parliament, is in a position, if it thinks strongly enough 
about a matter, to bring about a change in the management of the bank. I feel 
that that is a very proper safeguard of the public interest. However, I think 


Mr. Abbott pointed out that there never had been any serious difference of 
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_ opinion between the government and the bank. This safeguard does not relieve 


the bank of its responsibility, and it does not alter the fact that normally 
I think you would expect the bank to take the initiative in matters which 
properly fall within its own sphere. The bank is not in the position of daily 
receiving instructions—or indeed receiving instructions at all—from the govern- 


ment in those matters which by statute are assigned to the responsibility of the | 


management of the bank. 

There are other matters where the bank acts purely as agent for the 
Minister of Finance, as fiscal agent, in the management of the public debt, and,. 
under another statute, in the management of the exchange fund account There, 
of course, the bank carries out whatever policy may be laid down from time 
to time Sy the Minister of Finance. There are still other matters in the general 
sphere of economic policy and exchange of information, where the bank and 
the Department of Finance are in close contact all the time, because they find 


it of mutual advantage. That is on a purely cooperative basis, not involving .— 


questions of the responsibility of management for the actual operations of the 
bank. 


Mr. MACDONNELL (Greenwood): I do find something now, and perhaps 


there is a little light on the questions I am trying to have answered. I am — 
reading now from page 872, volume 2, of the minutes of this committee for ~ 


1954. I am reading from my own evidence. I was raising the question as to 
what means there was of imposing a check on the amount of credit. I read 
this from my evidence: 


. the other day when the Governor of the Bank was perhaps a 
little more communicative than he is today, he suggested that as means 
for checking that would be quite an important item, that is to offer 
his own resignation. 


That is to say, if there were a difference of opinion. He threw that up and 
I told him that was not the kind of check I wanted. In other words, I think 
it is fair to say that at the time the governor did make it. clear, when we were 
talking about this matter of curbing the amount of credit available, that if 
his view was not accepted, he had to fall in with the government view or 
resign. That was somewhat of a surprise to me and somewhat of a shock 
to me because I had hoped that in a very real sense the Bank of Canada had 


taken that important question out of the direct range of politics. Now, the 


governor has pointed out, Mr. Chairman, that naturally in the long run the 
government could have its way because in the long run the government could 
get rid of the governor of the bank. But Mr. Towers, if I understood him 
correctly, went much further than that, and certainly left in my mind the 
impression that if there were a difference of opinion he had no course except 
to give way. It is easier for me to believe, having regard to what we all 
know about Mr. Towers, that he was most influential and seldom or never 
did he have the situation where his view did not prevail. Nevertheless that 
question of right still remains and I would like to have a clearer statement 


from the governor as to just what he thinks the constitutional position is; 


that is to say, to put it bluntly, if there is a difference between the governor 
of the bank and the Minister of Finance, what happens? However highly 


we may regard those who are subject to the acid test of getting re-elected, 


it does have certain effects on their mentality; but they are definitely in a 
different position from a man like the governor of the bank who is there 


permanently and, almost like a senator, does not have to have regard to anyone. 


else when he makes up his mind. 


The CHAIRMAN: When you say “what happens”, surely all Mr. Coyne can 
do is give his opinion as to what might happen? It never has happened. 
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By Mr. Macdonnell (Greenwood): 
Q. I am asking about the legal position, the legal rights of the governor 


of the bank. Is he subject to be overruled by the Department of Finance? 
-Surely that is a question which should be answered?—-A. Could I refer, first 


of all, to the kind of context in which Mr. Towers’ remarks were made? 
From my recollection of the report, the first time this question came up I 
think that it came up in this way: supposing the government wanted to spend 


a lot of money and for that purpose wanted to borrow a lot of money from 
. the Bank of Canada and more or less demanded that the Bank of Canada should 


expand the money supply for that purpose, could the Bank of Canada refuse 
to do so? Mr. Towers did not stress the legal position at that time. He said 


that, of course, if the government were determined enough, if there were a 


serious difference of opinion, the government could get rid of the governor 
and of the directors, but I do not think he meant to imply that the only 
thing the governor of the bank himself could do in any other kind of situation 
was resign. Normally, the operations of the bank are carried on by the man- 
agement of the bank without any such questions arising. The initiative 
normally comes from the bank itself; it has to, if it is to perform its duties. 

If you still have reference to the particular type of situation I think Mr. 
Towers was talking about, namely, an attempt by the government to force the 
central bank to make a very large quantity of money available to the govern- 
ment, could the central bank resist that pressure from the government? If 
that is the question, it is a very unlikely occurrence, I must say. It never 


-chas happened. The government, of course, would need to have an act of 


parliament authorizing them to spend the money and they would need 
another act of parliament authorizing them to borrow the money. The only 
question remaining would be the source from which the money was to be 
borrowed. If the government said: ‘“We-demand that the Bank of Canada 


‘lend us this money’’, the first duty of the Bank of Canada would be to say 


“Why? What useful purpose is to be served by having your borrowing carried 
on in that particular manner?” It would not be because the government could 
not raise the money in some other manner—since the national government in 
fact can always borrow the money from other sources. 

Q. Without your narrowing the problem by confining it merely to a case 
where the government wants to spend, is it not a much broader case where it is 
an expansion of credit and not just a question of the government wanting to 
spend?—-A. Then it is a question of how the bank should conduct its operations 
in the field of money and credit, going right to the heart of monetary policy 
in those matters which are laid down by statute, as the responsibility of the. 
management of the bank. Again it is very hypothetical: I really cannot con- 
ceive of a serious difference of opinion arising. I cannot conceive of it, and 
I hope I shall never have to conceive of such a situation, where the govern- 
‘ment comes to the bank and says: “We have been observing your operations 
and we think that you are all wrong, that you should pursue an entirely 
different course, and if you do not do so we intend to set certain steps in 
motion which will bring about your retirement”. As I said earlier, if the 
government were determined that a different course should be followed, and 
were sufficiently convinced that it was necessary in the public interest, and 
defensible before public opinion, then a strong, determined government could 


have its way. However, the governor could not and would not react to this 


difference in view simply by saying: “Oh, very well, if that is what you want 
we will do it.” I think there would be a long period of discussion before such 
a serious difference of opinion would arise, and still further discussion before 
it would come to a head. 

Mr. Carrick: On a point of order, I know this committee has very wide 
rules, but I am wondering whether Mr. Macdonnell is proceeding in the proper 
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way to put his question. You can see the embarrassment caused to Mr. Coyne. 
He is trying to ask Mr. Coyne, in essence, what he thinks about the statement 
made by Mr. Towers but he does not quote Mr. Towers’ statement, but Mr. 
Macdonnell’s interpretation of what Mr. Towers has said. I am wondering, 
if Mr. Macdonnell wants to know Mr. Coyne’s views of Mr. Towers’ statement, 
whether he should not quote what Mr. Towers said, or, if he wants to know 
Mr. Towers’ views on the situation, whether he should not ask him his own 
views. 

Mr. MACDONNELL (Greenwood): If I may comment on that, I think it is 
fair comment, and I regret not having Mr. Towers’ words here. I have not 
been able to run them down. If this committee sits again I will come in with 
Mr. Towers’ own words. 


By Mr. Quelch: 

Q. If legislation were passed authorizing the government to borrow from 
the Bank of Canada, I take it there would be no hesitation in the Bank of 
Canada advancing money to the government.—A. If it merely authorized the 
government to borrow from the Bank of Canada, that would leave it still open 
to the decision as to whether the authority should be used. Of course, if 
legislation were passed directing the Bank of Canada to lend money to the 
government, then the bank would have no option but to obey the act of parlia- 
ment. | 

The CHAIRMAN: Mr. Carrick, I think you are right in what you said in 
regard to the other question asked and answered; and I hope in future Mr. 
Macdonnell will stick more closely to the actual statements. : 

Mr. MACDONNELL (Greenwood): I would like to qualify what I said. 
While I regret not having Mr. Towers’ words, at any rate those were the words 
used at that time in that question by myself. 


The CHAIRMAN: Have you finished your question? 


By Mr. Macdonnell (Greenwood): 


@. No. I would like to go on and ask some questions about the reserves. 
My understanding is that, first of all, the statutory rate set up before the 1954 
amendment was 5 per cent, but 10 per cent had come to be more or less the 
working rate. Am I correct?—A. Yes. ' 

@. Then the 5 per cent was changed to 8 per cent but by reason of the 
average which was applied the-8 per cent almost in effect became, if I under- 
stand it, easier than the 10. Is that correct?—A. eYs. : 

@. Then, by discussions and arrangements last autumn, would it be correct 
to say that that 8 per cent has in a very real measure been raised to 15 per cent? 
Or will the governor explain exactly what validity there is in 15 per cent rate 
now, to what extent is it merely an arrangement, what the nature of the 
arrangement is, is it fixed or is it a rough understanding and what are the 
penalties, if any, for falling below that 15 per cent?—A. There is one important 
difference. The 8 per cent by statute refers to the cash reserves of the chartered 
banks, and ‘‘cash” is defined to be only Bank of Canada notes which the 
chartered banks have in their tills and the deposits of the chartered banks with 
the Bank of Canada. 

@. How did that differ from the previous arrangement?—A. The definition 
is the same as it was previously. The 8 per cent, as you pointed out, was 
different from the previous minimum legal requirement of 5 per cent each day; 
it was. changed to a minimum legal requirement of 8 per cent on the average 
each month. In addition to cash which the banks have to hold in order to 
carry on business, whether there is any law on the subject or not, banks also 
have to hold some very liquid assets. They could hold nothing but cash but 
they find from experience that a certain amount of cash is enough, if, in 
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3 : addition they have some very liquid assets which can be converted into cash 


at short notice, and they can earn an interest return on those liquid assets— 
which is certainly better from their point of view than holding money un- 


invested in the form of cash. Customs have varied from time to time and from 


country to country as to how much of these very liquid assets the banks hold. 
In the United Kingdom, as I pointed out, they have in practice held 30 per cent 
in a combined form of cash and liquid assets. In the United States, while 
there is no precise convention on the subject, the banking system almost inva- 
riably holds 15 per cent or better in the form of cash, money market loans and 
treasury bills. 

Q. Is that a requirement or a practice?—-A. It is not a requirement. I do 
not even know if it is a figure to which they consciously work but it turns out 
that way in the result. It has been higher than 15 per cent. Throughout last 


year I do not think it fell below 15 per cent. In Canada different banks have 


at times followed different practices. It has not been too much of a conscious 
objective but from time to time banks have been known to say that they lke 
to hold 15 per cent, and from time to time they have in fact been holding 
15 per cent, or a bit more sometimes, of their deposits in the form of cash, 


- eall loans and treasury bills. We found that last year, under the stress of a 


very rapid and continued increase in bank loans, the chartered banks let the 
ratio of their liquid assets to deposits drop off from month to month. This 
drop was the result of a rise in deposits and in later months was accentuated 


by some fall in the quantities of these liquid assets in the hands of the 


chartered banks. As I outlined in my remarks the other day, monetary policy 
was not having a direct impact on the whole field of credit in Canada, being 
insulated by the action of the banks in letting their liquid assets fall. I have 
no doubt they thought they were doing a perfectly proper thing. They may 
well have thought, when first they let the liquid assets fall, “We will get them 
back next month”. They may not have felt that the increase in bank loans 
would continue in the way it did. I do not think anyone foresaw that. I did 
not and as far as I know the chartered banks did not. However, it went on and 
on and, as I say, it had the effect of hampering the usefulness of monetary 
policy. Without getting into the technical intricacies, that is why we proposed 
to the chartered banks last November that it would be helpful all round if they 
would adopt a liquid asset ratio of 15 per cent as a working policy. 

Q. May I ask a question? You spoke about letting the liquid assets fall. 
Could you give a figure as to how low they dropped?—A. Yes. First of all, 
I would refer to my report. On page 10 of the report of the Bank of Canada 
for 1955 there is a chart showing the liquid asset ratio, which in the latter 
part of 1954 was over 14—it hit 15 per cent at one time—and then fell off in 
late 1954, recovering to 14 or so in early 1955, and then declining with 
increasing rapidity throughout 1955 to about 11 per cent in November. 

Q. There is another question. That 11 per cent would be 1 per cent above 
the 10 which had been agreed on?—A. No. The old figure of 10 per cent was 
purely cash. At the time when they had 10 per cent cash they also had 


~ treasury bills and sometimes were at this figure of 15 per cent over-all for 


liquid assets. 

Q. You say “sometimes”’?—A. Yes. 

@. At their own option?—A. Yes. We felt it was desirable there should be 
a uniform practice in this regard and the banks, after talking the matter over 
very fully with us, agreed to that. That involved them in two things—first, 


raising their liquid asset provision from the level to which it had dropped in 


November to the level chosen as the standard for the future; and, secondly, 
agreeing to keep it from dropping below that standard after it had been 
achieved. 

Q. Does that mean that that 15 per cent became a mandatory reserve? 
You say “agreeing”.—A. No. It has been accepted by each bank with the other 


378 STANDING COMMITTEE 


banks and with the Bank of Canada as a working principle. If they wanted 


to say, “We desire not to observe that any longer,” there_is no legal power to” 


compel them to do so. 


@. You use the words “legal power’’ advisedly, but nevertheless would it 
be true to say that you have got toa position where 15 per cent has become 
a very real figure and was regarded by you as such?—A. Yes. 

Q@. Would it be correct to say that, having regard to what has taken place, 
the Bank of Canada would consider itself quite entitled to take monetary steps, 
let us say, in respect of any bank which fell below the 15 per cent?—A. No, 
there is no threat or authority. There have been many such matters on which 


the chartered banks have adopted a standard practice from time to time— — 


frequently in the last ten years—at the suggestion or as the result of discussion 
with the Bank of Canada. 

@. I would not use the word “threat”: it is an ugly word—but I wonder 
_in practice how near does it come to this, that that 15 per cent of assets is 
sterilized except in so far as the interest part of it goes I remember hearing 
once of a case in a French hospital where a man who was terribly injured was 
brought in and people asked if he could have a bed and the hospital authorities 
said, “No, there is a bed there but by law that bed has to be kept in reserve.” 
He could not get into that bed. To what extent is this 15 per cent sterile?— 
A. That is a question of degree. I do not think it is sterilized at all. The 
working principle which has been agreed to is that the average for all the 
days of the month will come out at 15 per cent but on any day or series of 
days it could drop considerably below that. 


Q@. Yes, but in the event of any emergency arising during the month, your 


view is that that 15 per cent is there for use?—A. It is there for use, not just 


for emergencies but for ordinary ups and downs of the bank clearings through- 
out the month. There are occasions when there are fairly wide swings, one 
bank having cheques of another bank to present, and banks use their cash 


position and if necessary their. day-to-day loan and treasury bill positions to 


meet these calls on them, and expecting that within a few days or probably 
within the month, they will get that money back again by a reverse swing in 
the clearing. However, if it is going to go on longer than that, it would be 
better for them to sell some other asset to replenish the liquid position. After 
all, they have to have a liquid asset position to carry on and it has to be restored. 


If the drain on a particular bank is to go on for a considerable period, it would. 


be better advised to sell some government bonds which it holds, for example, 
or some other investments, and so restore the level of its treasury bills. — 

Q. However tactfully or politely the matter has been done, have you not 
in effect statutorily altered the legislation from 8 to 15?—A. No; sits ihe 
legislation provided a minimum of 8 and also gave power to the Bank of Canada 
to raise’ that 8 per cent cash to 12 per cent by stages. That referred only to 
cash, primary reserves so to speak, of the chartered banks. That power has to 
be used I think, very sparingly indeed. Mr. Towers mentioned a case where 
there might be some sudden or very large inflow of funds from abroad that 
would suddenly have the effect of giving the banks a lot of cash which it would 
be desired to sterilize, if you like, by raising their cash reserve requirements. 
There might be some sudden inflationary development where very sharp action 
by the central bank would be desired—very striking and public action. I do 
not think that raising the cash requirement will be done very often, nor do I 
think that under ordinary circumstances the other requirement would be raised. 
The purpose of the latter requirement was to get a standard practice adopted, 
not one which would be varied from time to time. 

Q. As the matter stands now, does it mean that you still have what you 
say, so to speak, that spread from 8 to 12?—-A. It has not been used. That 
power exists. 
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Q. What has taken place has taken place quite apart from that require- 


- ment?—A. Yes. 


Q. You have not availed yourself of that?—A. No. 


By Mr. Cameron (Nanaimo): 

Q. Following somewhat on the same lines as Mr. Macdonnell, I think I am 
correct in my memory of what you told us the other day, when the question 
was being discussed of the relationship between the Bank of Canada and the 
chartered banks. As I recall it, at. that time you pointed out that you had no 
legal powers—as you have done again this morning—and I believe you went 
further than that and suggested there had been no request on the part of the 
Bank of Canada to the chartered banks to curtail credit, or something of that 
sort, I believe?—-A. Yes. 

@. What I had in mind was this—I have had reports about this. It may be 
that the local bank managers have been mistaken, but I have had reports of 
applicants for loans from chartered banks having the applications rejected on 
the grounds that it was not possible for the bank to accord the loans because 
of a directive from the Bank of Canada. Would that be a case where they 
misunderstood?—A. Well, of course, while we did not ask them to restrict 
credit, we did ask them to refrain from making one particular kind of loan, 


a “term” loan as I described it the other day, but that has nothing to do with 


what the customer wants the money for; it is only a particular method of 


making loans. So far as credit in general is concerned our main endeavour 
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was to point out to the chartered banks and talk over with them the fact 
that there had been a very large increase in bank credit already, and that 
one could not expect it to go on increasing at that rate for very much longer. 
Moreover it was becoming apparent to the chartered banks at that time, if it 
had not been so before, that it was becoming more expensive for them to 
increase their loans because they had to sell government bonds, usually at a 
loss, in order to get funds to extend their bank loans. We said in effect that 
the central bank was not going to shovel out new money in large quantities 
under those circumstances. As time went on, the banks came to realize 
that there was quite a difference in the situation from that of a while earlier. 
Under conditions of easy money any bank manager or loan supervisor will 
make a loan to any one who comes along and seems a worthwhile risk. Under 
other circumstances there are too many worthwhile risks appearing and the 
total demand for money seems to be too great and the bank has to ration, 
if you like, its loans; or at any rate it has to alter its standards—perhaps raising 
the standard of creditworthiness it has in mind, to distinguish between cases 
where it will make a loan and cases where it will turn it down. Bank 
managers, being human like all of us, sometimes find it convenient, in their 
discussions with customers, to suggest that some mysterious body at Ottawa 
is responsible for all this. 

Q. That is what I was wondering, that that might be the case.—A. It might 
be the case more literally if the central bank were actually reducing the 
volume of money, but we were not and we have not. There may have been 
temporary ups and downs, but by and large the volume of money has recently 
been expanding a bit. I do not think it is correct to say that we have curtailed 
credit: it is just that continuing the increase in credit becomes more difficult 
as time goes on. 

Q. Would you not agree that your agreement with the chartered banks 
with regard to the ratio of liquid assets was in effect a method of controlling 
the basis for bank loans?—A. You mean, at the time? It was not intended 
that way. It was intended that banks should restore their liquid assets by 
reducing their longer term assets, their government bonds, and in so doing 
put themselves into a position which might have obtained all the time, if they 
had been selling their government bonds earlier. It is of course open to a 
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bank to improve its liquid asset position by reducing some other assets than 
government bonds, even by reducing its loans In practice, no bank has reduced 
its loans below the level of last November, and the total of bank loans has 
increased month after month. 

@. Has it not had the effect, if they abide by this convention, of actually 
shrinking the base on which a lot of the loans can be made?—A. No, it provides 
a base, or makes the base more effective. If there comes a time when an 
increased volume of loans, even bigger than they are now getting, would be 
desirable, then it would be the duty of the central bank to see there was an 
addition to the base such that this could be achieved while the banks continued 
to observe an 8 per cent cash ratio and a 15 per cent liquid asset ratio. That 
is where the job of the central bank comes in. 

@. How important do you consider open market operations as the weapon 
for controlling the issuance of credit? Would you say that is your most 
important method? If, in the opinion of the bank, it was necessary to cause a 
contraction of the base, would you consider that was your most important 
means?—A. Yes. 

Q. I was interested in that, as it seems to me there is a possibility—in fact, 
I would suggest it—that in the period about 1950-51 the case actually was in 
-existence where there was a conflict between, shall we say, the two functions 
of the central bank—that of controlling the money supply and that of acting 
as the government’s agent, shall we say, in the handling of government bonds. 
Would you agree that that was the case?—A. Not quite on those terms. It was 
not a conflict betwen the central bank on the one hand and the government on 
the other hand. 

@. No, a conflict between two functions?—-A. According to our way of 
looking at things, in this country, the central bank must take into consideration 
the condition of the government bond market—not in the interest of the 
government but in the interest of the central bank and of the general public. 
We wish to see a good market and a large volume of transactions, where people 
who want to buy or sell government bonds any day of the week can do so and 
not just find a void or a drastic movement of price in any one day. That was 
an important consideration in the post-war period. There were great fears 
expressed in some quarters as to what would happen to the government bond 
market after the war. References were made to what shad happened after the 
first world war and so on. In point of fact, the policy, whether you regard it 
as desirable or not, was successful in that respect during the first five years 
after the war. The government bond market functioned satisfactorily and in 
fact the prices of victory bonds from the autumn of 1945 to early 1951 were 
never below par. They could be sold above par. The question of seeing the 
government bonds go below par—this is ancient history—was a difficult one, 
particularly so long as in the United States they had an avowed policy of not 
letting their bonds going below par. We never had a specific pegging policy 
here and we tried to keep our policy flexible but in our own minds we had a 
bias,against seeing government bonds go below par unless and until the selling 
pressure became very heavy. However, things came to a head in March of 
1951—the selling pressure did become very. heavy, and American policy was 
changed and they fell below par—and at that point we went below par also. 

Q. Would you not agree that the price of that policy—I am not saying 
it was right or that it was not inevitable—was the inflationary spiral of 
that time?—-A. No, I do not think so. I leave the immediate post-war inflation 
aside—let us not argue about that. The significant new development was the 
outbreak of the war in Korea in June of 1950 and the great world-wide 
scramble for commodities in consequence of that war, which sent commodity 
prices sky-high for a time. In Canada, we had a further problem, a quite 
unexpected one. After the outbreak of war in Korea, foreign money, to a 


alan Lot 


i ot 
a 
' 


ise 
+H 
a 
ify 
7 
7e 


aed s 
by = 


Me 
r 
ni 
e 
mes , 

“ 

th mat 


\ 
BANKING AND COMMERCE 381 


large extent American, started to pour into Canada in huge quantities, such 
as to make any open market policy difficult to carry out. It also made the 


- maintenance of a fixed exchange rate practically impossible, and a fixed 


exchange rate was therefore abandoned. It took time to make those adjust- 
ments. Finally, in the face of this almost involuntary rise in prices as far as 
Canada was concerned, we, together with the banks, came to the conclusion 
that special controls on credit were necessary. The government brought in 
legislation in the autumn of 1950, and amended it in the spring of 1951, 
imposing restrictions on consumer credit. There were a great many factors 
operating. : 

Q. I believe two-thirds of the post-war expansion in total money supply 
took place in 1950-51?—-A. Taking as a crude definition of the money supply 
the holdings of currency and bank deposits by the general public, which 
excludes bank deposits held by the Government of Canada, the total held 
at the end of the year 1945 was $5,905 million. The annual increases in 
millions of dollars in the years 1946 to 1955, respectively, were as follows: 
947, 235, 656, 430, 539 in 1950, then 25, 565, 43, 823 and 745. . 

-Q. Was it not possible for the Bank of Canada in 1950-51 to use what 
you have told us was the most effective weapon?—-A. We did use it on a 
large scale, but notwithstanding that this development took place. It was 


a most important one, where a large amount of money was needed by the 


government to pay for the foreign exchange being accumulated by the govern- 
ment in the exchange fund at that time. The government used up its deposits 
in the banks paying for exchange the Bank of Canada took on paying for 
additional foreign exchange and tried to offset the effect on the money supply, 


by selling its holdings of government securities in the open market. 


Q. We were riding quite a lot of different horses?—-A. We had to ride 
them, and we had no choice but to try to achieve, as good a result as possible 
for the team as a whole rather than let one horse run away ahead of the 
others. : 

Q. I come back again to the point that in an inflationary situation, in 
actual fact your most powerful weapon is one which you have to use with 
a great deal of discretion. In fact, it may largely become ineffective—in fact, 
it was ineffective in 1950-51.—A. That is a question of opinion. It was used 
on a substantial scale and was effective in so far as it was used. However, 
things have changed. We have a much better open market, for one thing. 
We have got over the last evidence of the post-war inflation, I trust. There 
has not been in fact any increase in prices, any large or substantial increase 
in prices, since 1951. The whole monetary mechanism is working more 
smoothly now. It is not something that one uses only when serious trouble 
has developed, it is something which is used from day to day and we try 
to keep it moving, at any given time, in the right direction. The most important 
thing about open market operations is that they take place on practically 
every business day of the year. 


Mr. Cameron (Nanaimo): Thank you. 


By Mr. Blackmore: 

Q. I was interested in the question which Mr. Macdonnell asked Mr. Coyne 
the other day, in reference to the Finance Act of 1914, and the answer which 
Mr. Coyne gave. I wonder if it would not be well to probe into that matter 
further?—A. I should remind you that I am not an expert on the Finance 
Act of 1914. I think I gave a rather sketchy answer to Mr. Macdonnell’s 
question. 

@. Yes, I took it that you thought you had reasons.—A. Reasons _of 
ignorance, probably the most compelling reasons there are. 
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Q. You have not indicated much ignorance since you came before this 
committee. I would like to have you define a little more specifically just 
what you mean by the expression “need for more money.” I think you 
used that expression once or twice; I think it comes up once or twice. What 
is meant by the phrase ‘need for more money’? To help you extricate your- 
self in answering that question, may I read to the committee a communication 
which I have received from my constituency which you will readily recognize. 
It is dated the 15th of May, 1956, and is a telegram to the Governor of the 
Bank of Canada, which reads as follows: 


Recent increase in Bank of Canada rediscount rates have resulted 
in increased rates to all borrowers and restricted credit. Lethbridge 
Chamber of Commerce represents community of small businesses based 
on predominantly agricultural economy which shows no indication of 
inflation but rather is in depressed condition due to inability to market 

agricultural products. Increased interest rates and restrictions in credit 

are worsening already bad condition. We protest increased interest 

rates and general policy of credit restriction and request reconsideration 

in light of adverse effect of these regulations on large segment of Cana- 
dian economy. | 
G. Lomas, President, 

Lethbridge Chamber of Commerce. 


Evidently in that area there is a need for more ony —A. There is demand 
for it, apparently. 

Q. Apparently the method which you have been adopting, in your wisdom, 
for rendering the money supply not too much over-all, has not obtained your 
objective at all in this area. Now, in the light of that Situation, what elabora- 
tion could you give upon the meaning of ‘need for more money” in a 
community’?’—A. The major point is that our activities must be directed with 
a view to the national situation as a whole. I do not think it would be possible, 
and I certainly do not think it would be desirable, for a central bank to try 
to influence the credit situation in some particular region. 

Q. But still, that leaves the definition of the expression “need for more 
money” in the air. As far as I can see, there is no way of getting at it.— 
A. If we are through with Lethbridge—it is a special situation— 

Q. I used it as an illustration there-—A. Yes, but it can hardly be an 
illustration of the overall position in Canada today because as we know credit 
is expanding in the total national economy, and not contracting. 

@. The important question is: is credit expanding as rapidly as the 
industrial development of the nation would justify it, and if so, how can we 
prove it, and if not, how can we discover the deficiency?—A. Quite so. I do 
not think there is any mechanical or mathematical way of resolving that 
question. In so far as it is the job of the central bank to influence the 
total supply of money and credit I should perhaps first emphasize that 
the central bank can only influence, not determine, the total supply. People 
can grant credit to each other without asking for the say-so of the central 
bank, and within considerable limits the commercial banks can increase 
or decrease the amount of credit they are extending. Even with no change 
in the cash reserve base they can substitute one form of credit for another. 
For’ example, they can find one customer to buy a government bond and 
extend a loan to another customer. So there can be a very considerable 
change in the volume and kind of credit, arising from many causes other than 
central bank action. 

So far as the central bank is concerned, it can influence the situation. 
It can add to the basic money supply, to the cash in commercial banks, 
and it can take action to reduce the cash reserves of the commercial banks. 
‘But to decide how to do that, and how far to go, is something which is 
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- occupying our attention every day, and there is no formula or rule we can 
take off the shelf and say: this is how we measure it, and this is what we 
are going to do today. en Mas 
We have to take into account all the evidence that we can find as to the 
_ State of the economy, we have to consider the demand for and the supply 
_ of credit, and the changes that are taking place in the use made of the existing 
4 money supply. People who had money lying idle for years may suddenly 
_ decide to spend it or lend it to somebody else. Then there is the state of 
_ unemployment; if it is not purely seasonal, it obviously. is something which 
_ we must take into consideration. There is also the state of foreign trade, and 
j the state of capital movements into and out of the country. 
e. I cannot be more precise than to say that under normal circumstances 
4 when we feel through the market that the total demand for credit is rising 
or falling, we yield somewhat to that demand. If the total demand for credit 
-is rising, we provide for some of that demand by buying government bonds. 
Under those circumstances people are trying to sell government bonds but 
we do not necessarily stand there and buy them at a fixed price. If people 
_ continue to sell government bonds, we normally back away and buy tomorrow 
- at a lower price than we did today. But we do, to some extent, meet the 
4 demand for more credit. : 
*s As changes take place in the price level of the merchandise in which we 
7 deal, government bonds, there are corresponding changes in the rate of interest 
_ which cause changes to take place in both the supply and the demand for 
_ credit. Thus the situation changes from day to day, and the change can be 
clearly observed over a period of time. 
Generally speaking, then, when the demand for credit is growing, it is 
the job of the central bank, as I see it, to meet that demand to some extent 
“against the check of rising interest rates. But if it seems to be growing 
very fast, and if there are other indications that the whole economy is trying 
to do too much and if it looks as if the situation is going to be overly tight 
for the next several months, we try—and it is the policy and I think the 
_ obligation of the central bank—to reduce the scale on which we are supplying 
_ additional money or credit to the economy. 
.Q. I appreciate that answer. It is very good. It constitutes in my mind 
_ an admission of the inadequacy of the instruments which are at your disposal 
_ in your efforts to achieve the whole overall objective, in that you have only 
4 open market operations on which to rely. That is what your answer 
_ stresses.—A. They have a very persuasive effect. | 
_ Q. That is true; but inevitably there are instances in which they do not 
, achieve that result. But how can you judge when there is not plenty of 
_ money, and when there is plenty of money, regardless of your policy under 
_ the limitations which surround you, to cope with the situation? What ultimate 
_ criterion do youxuse to determine whether there is more money than there 
_ should be, or less?——A. The ultimate criterion only becomes known after the 
_ damage is done. The ultimate criterion of too much money is inflation 
and of too little money, depression. So far as we are concerned in Canada 
_ there is the important qualification that either inflation or depression may 
_ hit us from abroad rather than through anything we have done. 
; Q. Just as it did in the last great depression —A. Yes, from the world 
- at large, yes. 
- Q. Maybe I could take your criterion and go on to what is the ultimate 
_ sign?—A. I would have to give the same answer, that the ultimate sign or 
- indication that the monetary policy has been successful is the result, and I do 
_ not believe that the result can be absolute. I do not think you could expect 
_ monetary policy by itself to bring about a condition of permanent and full 
employment without any change whatsoever up or down, or of permanent 
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stability of prices without any change whatever up or down. Somebody, in 
some other sphere of action, might be able to do that, but we in the central 
bank could not do it alone. x 

Q. Evidently, the meaning of the expression “need for money” is very @ 
very vague and indeterminate. In Lethbridge, we have one of the finest — 
constituencies in Canada and it is one of the wealthiest. 


The CHAIRMAN: No bragging, please! 


By Mr. Blackmore: 

Q@. With due allowance, may I put it that way? But the thing I want to 
emphasize in this connection is that we have a variety of resources; we have 
three sugar factories, for example, and a number of other things which help 
to balance out our economy. 

The CHAIRMAN: You mean to sweeten it a little bit! 


By Mr. Blackmore: | 

@. The question simply arises: why should this one area, constituting 
practically the whole vicinity of Lethbridge, which, from the standpoint of © 
Canada, is small, but from the standpoint of other areas is pretty large 
—why should it be in a state of depression with no chance of giving 
it the money it needs. Evidently it is not having its “need for money” ~— 
met.—A, I could not accept that statement. I dare say, there are some =~ 
people who are not getting all the money they want to borrow. There 
are bound to be cases of that sort all across the country. But I would 
doubt very much if the Lethbridge area as a whole was suffering from 
a shortage of credit. If it is it must be because for some reason they 
need more money relatively than the rest of the country. They need to go into 
debt more than other people, and they cannot find people to lend money to 
them; not just the banks, but people of any kind, because there are all sorts 
of people whose activities overlap with those of the chartered banks, such as ~ 
insurance companies, all sorts of investment companies, and anybody who has 
got savings in the Lethbridge area. I imagine that there are many who have 
substantial savings in the banks in that area. ak 

Q. They are keeping them there-—A. They may be keeping them there, — 
or they may be lending them to their fellow citizens in Lethbridge or elsewhere. — 

Q. The important consideration is that this letter is coming from the 
Lethbridge Chamber of Commerce which is a body of about 600 solid citizens 
whose contacts will reach into every industry in the whole country. +A It is 
also an agricultural area. 

Q@. Yes, it is——A. And there may be people in that area who have less ~ 
income this year than in others. I do not know, but I doubt if it is a shortage 
of credit which is causing that situation. 

@. They mention that, and they say that credit is being restricted, and 
that interest rates are being increased.—A. Interest rates have increased over ~ 
the past year, yes. But as I have said, our problem cannot be approached — 
-from a local standpoint, because there are many people in Canada, and the 
country as a whole seems to have plenty of credit. 

Q. Probably I would be justified in saying that we are not meeting their — 
need of money at the present time.—A. I would have to beg off from that — 
argument on the ground that my job has to do with the national credit situation — 
as a whole. 

Q. I do not want to monopolize all the time, and if someone else would 
like to take over, I should be glad to yield. 


The CHAIRMAN: Perhaps we may come back to you later, Mr. Blackmore. 
Now, Mr. Richardson. 
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By Mr. Richardson: 


@. Arising out of some of the questions put by Mr. Blackmore, might I 
ask Mr. Coyne if, in making his precise estimates having to do with the 


_ general situation and information, what percentage of his estimates are based 
upon precise areas of information, and what remain in the free field or area 


of experience? 

The CHAIRMAN: That sounds like a $64 question. 

The Witness: That question, by its nature, is not capable of a precise 
answer, but I think it is correct to say that in many businesses the people 
concerned have certain processes going’on in their minds, although they may 
really be unconscious of them, and I dare say that at times their decisions are 


_ based upon all sort of experiences which they have had. It is very difficult 


to set it up on the basis of a mathematical formula. It just cannot be done, 
think: 


By Mr. Richardson: 


@. On balance then, would the precise factors be on the plus side and 
the unknown factors of experience be relatively minor?—-A. Yes, in a way, 
because all decisions must be based upon the information at your disposal. 
It is a question of what weight you give to it, and how it contributes to the 
total impression that you get. 3 


The CHAIRMAN: Now, Mr. MacEachen. 


By Mr. MacEachen: 


@. May I turn for a moment to the capital account of the balance of pay- 
ments? I wonder if you can tell us what effect capital inflows have on the 
expansion of credit in Canada, and on the relative interest rates in Canada 
and the United States?—-A. The two things interact. If interest rates were 


_ ‘rising here faster than in the United States, at some point there would be a 


counteracting tendency arising from the inflow of capital from the United 


‘States. You may also have capital coming in which is not. interested in 
_ Interest, but which has other plans, such as the development of resources and 


things of that sort. But many capital movements are affected by interest rate 


differentials, an obvious example being that if a large Canadian borrower 


such as a province, a corporation, or a municipality, should find that it could 


_ borrow sufficiently cheaper in the United States than in Canada to affect the 
“exchange rate risk, it may borrow in the United States and bring money 


into Canada. Actually, with the large program of expansion in this country 
which has been evident for several years we have received a substantial net 


inflow of actual goods otherwise we could not have had expansion at the 


same rate that we have had it and that physical inflow has been pretty well — 


_ matched by the net financial or capital inflow. The difference, if any, would 


show up in the reserves of the exchange fund, but they have not been in 
fact altered very much over the last five or six years. 

Q. How does that financial inflow make itself felt through the banking 
System? What is the process?—-A, Let us suppose that a Canadian borrower 
goes to New York and borrows United States funds. He wants to bring that 
money back to Canada where he can spend it, but he has to sell the United 
States funds to somebody who has Canadian dollars and who wants to buy 


% United States funds. That transaction would be carried out in the exchange 
_ market. The other party who has given up Canadian funds for United States 


at 


funds may want them to pay for goods brought into Canada. 
Q. Well, once those funds are brought into Canada, the Canadian presum- 


ably deposits his funds in some bank in Canada?—-A. Somebody else, the 
_ buyer of the United States funds, had to give up bank deposits in Canada. 
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If it is all done by the general public without the central bank or éxchanse ; 
fund account having to do with it, it all balances off. For every 
person who increases his bank deposit in Canada there will be somebody else 
who decreases his bank deposit in Canada, by having to pay for those funds. 

Q. Therefore there is no net effect?—A. No, not in the case mentioned. ~ 
But if there was a tendency for more United States funds to be offered for ~ 
sale for Canadian funds than there was demand for United States funds the ~ 
exchange rate would move in favour of the Canadian dollar. This would tend ~ 
to discourage those who were bringing United States funds into Canada ~ 
and would encourage others to find a use for United States funds, and a new 
balance would be achieved but at a different exchange rate. There are minor 
fluctuations in the exchange rate every day, but in these circumstances there 
might over a period of days be a substantial movement of the exchange rate. 

Q. There is one other feature of our economic relations I would like to 
ask about and that is the cost of capital in Canada and in the United States. > 
At the present time Canada has not a sufficiently great volume of domestic 
savings to finance her development, and we are a debtor in that respect.— 
A. Yes. , 

Q. And the United States is the creditor.—A. Yes. 

Q. The savings in capital are more plentiful in the United States, and they 
are less plentiful in Canada; there is a difference, and this difference in the 
supply of savings and capital—is it reflected in real differences in the cost of 
capital for development in each country?—A. Yes. It is not so much that there 
is a difference in the rate of the savings. I have not got the exact figure in 
mind but we can assume that the rate of saving is not greatly different in the ~ 
two countries. It is the demand for those savings to finance expansion projects — 
which is proportionately greater in Canada than in the United States. 

The United States provides capital for many countries in the world, partly 
because of the voluntary decisions of various investors and savers in the © 
United States, partly because their government syphons off some of the savings — 
of the American people to use for foreign programs. But this latter does not - 
affect us in Canada. In Canada we have a much larger proportionate need ~ 
for money for physical expansion than they have in the United States or in © 
much of the rest of the world, and it is only as long as we can take advantage 
of the savings of other people that we can continue at that level. There may ~ 
be an argument whether you want to do it in this way, but in overall terms és 
I think that is the situation. : 

@. You said, when I asked you the first part of my question, whatever thes 
way that you described it, that the demand or supply of savings is reflected in 
the cost of money.—A. Yes. In a country where the demand tends to exceed — 
the supply of savings, you have a higher interest rate than in a country where ~ 
the reverse situation exists. You have to have some differential to encourage ~ 
the international movement of capital. 

Q. Suppose you take one of the countries of the world where capital is hard : 
to secure, and where it is very expensive in relation to some of the other factors ~ 
of production. Could you indicate in general terms what the effect would be ~ 
if the capacity of Canada to import capital was affected adversely by the price — 
of capital or the interest rates?—-A. Many things could be affected. For bs 
example, some projects might not be proceeded with this year, and they might | 
have to wait till next year or perhaps for several years. There are many other Bs 
factors which influence international capital movements, for example, whether — 
or not savings are available in foreign countries regardless of the rate of — 
interest, whether the owners will invest their money in Canada even if there — 
seems to be a monetary incentive for them to do so. Moreover, a lot of the f 
projects which are going ahead in Canada and which need capital are them-_ 
selves started by non-residents, because they want to get raw materials from 
Canada. Therefore they themselves provide the capital necessary for those 


BANKING AND COMMERCE 387 


_. particular developments: and the capital goods which are necessary for those 
. _ developments will, to a degree, have to come from the different countries too. - 
— @. Would you agree with me that the availability of this inflow—that the 
state of the inflow of capital in Canada would for that reason make the cost 
_ of capital less expensive than it otherwise would be, and that it would-at the 
4 same time increase the proportionate share of the wage income than it would 
i otherwise?—-A. It is very hard to say. Theoretically we should be able to 
_ maintain full employment in this country with a balanced current account, 
without this large import surplus. I think it depends a good deal on the 
_ kind and quantity of development you want, whether you would regard the 
a importation of capital as a desirable thing or not. I do not want to get into 
4 _ any arguments on matters which are likely to be the subject of public debate 
in this connection, because it is not exactly my own field. 
: Q. I think I have kept the matter away from that. I believe that in Canada 
- we have a very plentiful supply ‘of capital available to us. In Canada capital 
_ is inexpensive and labour is relatively expensive, which is the best of all 
_ possible worlds, as compared with another country, such as India or Pakistan, 
_ where capital is extremely expensive and labour relatively cheap.—A. It really 
: comes down to the standard of living.. If you have more capital per person 
_ employed, you probably have a higher standard of living. That still leaves 
_ open the question’ how rapidly you want your standard of living to advance, 
4 and how much you are prepared to pay for it. 


E. By Mr. Quelch: 
@. Are we not actually meeting a deficit on the current account by capital? 
= —A. Yes, by importing capital. 


By Mr. Carrick: 


@. Would you say. it is a good or a bad thing for Canada to have these 
large imports of capital which we have had in these last years from the United 
'States?—-A. That. is a very broad question and I should like to keep off it. 
There are so many non-economic and so many non-monetary judgments which 
have to be made in answering that question. 

@. I do not think you have to worry about that, as all politicians have 
agreed it is good for Canada.—A. I shall limit myself a my earlier statement, 
that it is a question of how fast a rate of growth you want in your physical 
_ capital assets. If you think it desirable to have as large an expansion as we 
_ have had, then it was necessary to have the imported capital, because quite 
_ obviously the Canadian people could not or would not save on such an extra- 
‘ordinary scale. On the other hand, if you approach it from the other aspect 
you might find some people who would say: ‘I would have been happy to see 
only half that amount of expansion in the last ten years”. I do not want to 
_ get into that argument. 


Mr. CARRIcK: I think this is a good time to leave Mr. Coyne out of these 
- political discussions, as they might be pursued further. 
Mr. MACDONNELL (Greenwood): I was interested in the question from a 
- purely technical point of view. I quite agree Mr. Coyne should not be asked 
to deal with it from any other point of view. However, from the purely 
_ technical aspect, I should like to hear more about it. 


Mr. BLACKMORE: Before one could answer such questions satisfactorily, 
- one should single out an industry. One could take the oil industry or the gas 
- industry. One could discuss that. One could discuss the development of 
- industry in other parts of the country. What might be in excess in the case 
, of one might be inadequate in the case of another. 


The CHAIRMAN: It always will be a question of opinion as to. how rapidly 
industry should develop. 
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By Mr. Philpott: 


‘ P 
es 


Q. I want to ask Mr. Coyne a few questions along another line. Am I. 


right in saying that the very great development of installment buying in ~ 


North America in the past generation or so has presented people in your 
profession,—that is, central banking,—with an entirely new problem in history, 
namely, inflation? I do not refer to inflation of the runaway type which 
occurred in Germany and Russia right after the first world war and which 
was almost entirely due to government policy, through the government debasing 
the currency and so on. Is it true now that in North America there is danger 
of inflation or of too rapid expansion of installment buying? In other words, 
does any possible rapid inflation arise from the people themselves wanting to 
buy on credit or does it arise from ordinary channels of business people making 
commercial loans?—-A. There has been a great development in the field of 
consumer credit, including installment finance, charge accounts, and other 
methods of consumer credit. There can be considerable fluctuations in con- 
sumer credit, which means that it can be an element in a change in the over-all 
monetary situation. The most important factor in installment finance has been 
automobile financing. It is almost as if installment finance has been tailored 


to the automobile industry, and the automobile buying habits of the American 


people. Consumer credit in the field of automobile sales and in other sales 

fields can now be used as a selling technique. There are even people who 

have money in the bank who will sometimes buy a consumer product on the 

installment system. I do not want to make any general statement adverse to 

consumer credit. I think it is a desirable feature in a modern financial system 
but, like anything else, it can go to extremes. 


By Mr. Quelch: 

Q. What would. be the danger point?—-A. When it accompanies a very 
aggressive selling campaign in some particular field, it might go to extremes 
and it might induce too large a production of those goods in one year, with 
a consequent falling off in production in another year. 


\ 


By Mr. Phillpott: 
Q@. When you put in special measures at the time the Korean war had closed 


in credit and you cut down on mortgage loans and soon, did you put in any-.: 
thing against installment purchasing?—-A. Yes. The goverment introduced — 


legislation in the autumn of 1950. Both the government by that action and 
ourselves in our field were trying to deal with various symptoms of the infla- 
tionary situation which might get worse. The basic rise in world commodity 
prices and the positive scramble for commodities was, as I have said before, 
completely outside the control of Canada. But our own domestic situation 


would have been worse if measures had not been taken to limit the expansion ~ 


of credit. 

Q. As I recall it, they raised the down payment on all these things to one 
third down?—A. Yes. I forget the exact regulations. 

Q. In the recent raise of the bank rate, which was, as you point out, to 
check inflationary pressures, there has been no consideration given to raising 
the down payment on installment purchases?—-A. For one thing, there is no 
legislative authority now in existence. That act passed out of existence. 


Q. In other words, the country applied it at that time by reason of the | 


fact that there was a war on and it was a war measure?—A. My history is not 
good enough. I am not sure if the first regulations were made under the 


Emergency Powers Act. I think that there was special legislation. At any x 


rate, the power no longer exists. 
Q. As the law stands now, your bank has no constitutional power to alter 
the level of consumer credit?—-A. That is right. The chartered banks lend 
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money to the installment finance companies and they sometimes change their 


ideas as to how much money they will lend to them. That means that the 
installment finance companies have to go into the market to sell their short 


_ term notes or their bonds or to sell capital stock. I am not sure that there 


is anything specific there which causes any restraint on the amount of con- 
sumer credit being made available—I rather doubt it—but the general atmo- 
sphere might have some effect on the minds of the installment finance com- 


panies. If they saw general monetary action being taken or interest rates 


rising over a considerable period, they might well decide they were going to 


_be a little more conservative in their attitude to the loans they were making 


in case there should be a reaction and some of the loans should turn out to 


a be bad. 


By Mr. Follwell: 

Q. I think the chartered banks would decide on how much money they 
would lend to finance companies, but would they make that decision based on 
a directive of the central bank?—-A. No. We have not made any directive.. 
I do not like the word ‘“‘directive’’, anyhow. 

@. Would they make any decision in curtailing credit to the finance com- 
panies after a conference with the central bank?—-A. That might be the case 
or it might be done without any such discussion. 


By Mr. Quelch: 
Q. On page 11 of your report, you refer to 
A substantial growth in consumer credit...This growth. was 
refiected in a 64 per cent increase in bank loans...... . 

Apparently the banks take quite a lot of responsibility as regards consumer 
credit today. I understand the consumer credit is around $2,212,000,000—1I 
understand those were the last figures. How high would that have to go before 
you consider it would be dangerous?—A. I cannot answer that question. 

Q. What do you consider a dangerous point?—A. I would be more interested 
in the rate of advance at any given moment or the rate of increase over the 
last 6 or 12 months—rather than the absolute level, because I do not know 
what the absolute level should be. 

@. Actually, these loans have a slight inflationary character at the present 


- time and when they are repaid the opposite will occur and it will be defla- 


tionary; so it will depend on policy in the future. If we continue to expand 
consumer credit at a similar rate, there will be inflation; on the other hand, if a 
decision is reached to curtail these consumer loans, it might be quite defla- 
tionary ?—A. That is one factor, but the man who has savings deposits is another 


_ factor. He may be saving one year and spending everything the next year. 


There are many other channels by which spending rises or falls, each of which 
theoretically has that same kind of influence which you mentioned. _ 

@. The chartered banks could in part control it by curtailing these loans 
to these installment finance companies?—A. I am not sure that it would curtail 
consumer credit as such. It might make it more expensive. The fact of doing 
that at a time when other things are happening might bear on the general 
psychological atmosphere and lead to more conservative lending practices. ; 


By Mr. Follwell: 

Q. I should like to ask Mr. Coyne if the central bank is responsible for 
putting into the flow of currency any currency such as notes and coins?— 
A. The notes are our own responsibility. In the case of coins, we merely act 
as a channel between the banks and the mint. We get the coins from the mint 


- and distribute them to our agencies and so they are distributed to the banks. 
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Q. How do you know how many coins to put in?—A. It is quite a problem. 
We have to try to assess what the public wants and we receive evidence in the 
form of calls from the banks that their customers need more coins. We try to 
foresee it throughout the country, but we are not always too successful. We 
pass that information on to the mint and they adjust production accordingly. 

@. There must have been over the years an increase in the number of 
coins and notes in circulation?—A. Yes. 

Q. How do you figure out the percentage by which to increase the number 
of coins going into the currency stream?—A. We do not exercise any influence 
on that one way or another. Either in the case of coins or notes, we simply 
put into circulation as much as the people want, because the people could only 
get notes or coins by giving up another form of currency in exchange, namely 
a bank deposit. If someone decides that instead of keeping $300 in the bank 
and $100 in his pocket, he will keep $200 in the bank and $200 in his pocket, 
we do not try to influence that decision in any way. 

‘Q. There is no limit to the amount of currency, coins or notes, going into 
the currency stream?—-A. Not in so far as we are concerned, and'I do not 
see how we could limit it. 

Q. What total could you put in?—A. We could not double the note issue 
overnight, because we would not have notes in existence. We would have 
to go to the printers and get them to increase the production schedule. It is 
going up every year, of course. The fact that each year the general public 
need more currency for carrying on business..is, we take it, a completely 
objective and unbiased indication of the rising level of economic activity. 
Again, there could be non-economic factors entering into.that. People might 
get scared by the threat of war or might decide that it was silly to carry so 
much cash in their pockets or tills instead of investing it at some rate of 
interest. 


By Mr. Cameron (Nanaimo): 


@. Do these changes bear a constant ratio to the total money supply?— 
A. No. 


has shown a steady increase. . 
Q. In ratio?—-A. No, in itself. It has been more steady than the total 
money supply. 


By Mr. Quelch: 

Q. It is not seasonal?—-A. Yes, it goes down sharply in January, it. goes 

up for most of the year, with a hump at Easter and Thanksgiving and a peak 
at Christmas. 


By Mr. Follwell: 


Q. Are there more coins or notes at any time of the year?—-A. They come 
into us particularly in January. More notes come back to us then than we 
are asked to send out. This is quite apart from the destruction of old notes— 
as the banks find notes in their possession which are disreputable in appear- 
ance and they do not want to send them back into circulation, they send them 


to us and we pay in whatever way they wish, either by issuing new notes 


to them or by crediting their accounts. 

@. Do I understand there is absolutely no limit on the number of coins 
or notes you can put into circulation? At this present minute, if you had the 
physical plant and equipment, you could immediately start processing and 
putting them out?—A. We could not take the initiative. We could not put 


them into circulation. All we could do would be to respond to the demand.: 
There is no way in which we could put them into circulation—nor could the © 


Q. It goes up and down?—A. Yes. In recent years the rate of note issue : 
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_. government do so. I suppose the government could pay its bills in notes, but 
_ people who got them would promptly turn them in to the banks to the extent 
_ that they were surplus to their holding of money in that form. 

Q. Others might understand this, but I do not. On page 6 of your report 
you have a reference to deposits “less float”. What does that term “float” 
mean. I asked someone but he did not know.—A. I am probably not the best 

-person to answer that, but I can give a general answer. Float consists mainly 


a 
a 


- of cheques in the possession of one bank and drawn on another bank, which 
_ the first bank has received and has not had time to clear to the second bank. 
ts _ These cheques are payments from a customer of one bank to a customer of 
_ another bank. The receiving customer who deposited the cheque has already 
; received credit, but the bank that accepted it has not had time yet to claim 
_. the corresponding amount of money from the bank on which the cheque was 
_ drawn, and the deposit account of the customer who drew the cheque in the 
_ first place has not therefore yet been debited. 


Q. In that case, you have to subtract the particular amount?—-A. That 
_ amount could fluctuate quite rapidly. You might find a_ holiday coming 
-, towards the end of the month giving rise to a considerable increase in the 
_ volume of payments by cheque and therefore in float. The amount of the float 
may be $200,000,000 greater in one month than in another month; in conse- 
quence the deposits will be $200 million greater because they have not yet 
had debit entries made against them. If you want a more accurate view of 
_the volume of bank deposits, you subtract the float to get a more comparable 
figure. It is a refinement in the statistics. 

Q. It is a cancelling item?—A. Yes. 
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By the Chairman: 


Q@. Are gold coins forbidden by law today or what is the situation in regard 
to gold coins?—A. Gold coins are not legal tender in Canada, under the Cur- 
_ rency, Mint and Exchange Fund Act. No new ones have been minted for many 
years and those that were minted earlier do not circulate since the rate for gold 
at the time of minting was $20.67 an ounce and the current market price of 
_ gold is $35 U.S. an ounce. Naturally those coins do not show up, because the 
_ people who have got them would keep them or would have them melted down 
_ and sold. Therefore, there is not much reason to expect circulation of existing 
gold coins in Canada. : 

Bh @. Is it considered that the notes are a more convenient form, or has 
_ anyone ever raised the question?—-A. I do not think there is any evidence of a 
demand for gold coins, any more than a demand for silver dollars. Silver 
_ dollars are minted and if people tried to pay bills with them they would 
probably find it somewhat inconvenient, and the silver dollars would be shipped 
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' back to Ottawa for redemption in some other form. 

@. You say that the Canadian public has become used to notes, instead of 
gold coins?—-A. There may be some people interested in gold coins. If so, 
_ they can make arrangements to buy gold coins from some other part of the 
- world or have a search made for Canadian coins. The supply is small and 
they are collector’s items. 

3 By Mr, Bell: 

z Q. You spoke earlier as if you might have some knowledge of special 
sections of Canada. I think you said that in southern Alberta they are a 


_ Saving people. We all know we are having trouble with the economy of the 
maritime provinces and I wonder if you have any general information about 
the people there—are they a saving people and to what extent are the bank 
clearance figures increasing? To what extent are their general monetary 
problems out of line with the rest of the country? Do you have any thoughts 
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about education in this respect or what could be done, without getting into 
the general economic picture? I wonder if you would have any knowledge 
which would help us there, applied to the habits of the people themselves.— 
A. I had no exact knowledge—, I took it to be a fairly general condition. I — 
understand that the area we were discussing is pretty prosperous, but I should 
not like to make positive assertions that there is a high level of savings there. 


By Mr. Blackmore; 
@. Some of the income tax inspectors may know?—-A. Income tax might 
‘give some indication. 


@ 


By Mr. Bell: 
Q. Have you any figures which would give that informationy oA There 
is very inadequate and scrappy information on the geographical distribution of 
money or savings. There are regional statistics on the level of activity, on 
employment, production and retail sales, and so on. You could get a fair 
impression from those figures. 
@. How about bank clearances, say in regard to St. John? Has. the 
increase in their figures in recent years been comparable with other major 
clearing houses?—A. I am sorry, I do not know. 


By Mr. Quelch: 

@. I noticed a statement by, I think, the Royal Bank, that the policy in 
future might be one under which people might be required to make their 
savings deposits actually time deposits. Several years ago, I think the bank 
reports showed that approximately 1/6 of savings deposits were in reality 
demand deposits—A. I know what you mean. The amount on which the 
chartered bank pays interest is the minimum quarterly balance in a savings 
account. Apparently that was only 85 per cent, let us say, of the total balances 
in those savings accounts. Therefore, the remaining 15 per cent must have 
had cheques drawn against it or been new deposits. In addition to that, 
there has been a constant tendency towards growth and the increase would 
not be eligible for interest until the following period. 

Q. Is it generally considered that savings deposits should be time dépocis 
and that notice of withdrawal should be given?—-A. There is a good deal of 
discussion and consideration going on—that could be one of the features. 
Another could be that checking accounts would be treated differently from 
savings accounts that did not have cheques drawn on them, without actually 
making them time deposits. I think that is under consideration. 


By Mr. MacEachen: 

Q. May I refer to a question by Mr. Bell? Did you say you had no 
statistics deposits by provinces available yourself at the moment or that there 
are none in existence?—-A. I do not think there are any in existence. 

@. Of provincial deposits?—-A. No figures of bank deposits by provinces 
are available. : 


By Mr. Bell: 
Q. In instalment buying, you would not have any ge Scan ae No, I do 
not think so, not by provinces. 


By Mr. MacEachen: 
Q. A well known consultative firm in Biston, Arthur D. Little, is making 
a survey of econamy in Nova Scotia and they have had at their disposal 
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- comparative information on saving in that part of Canada and in various 
_ parts of the United States. 


The CHAIRMAN: They would get that from the chartered Mas would 


they not? 


~ 


By Mr. MacEachen: ~ 


@. The reason I say that is that I have made some statements regarding 
savings, in the House of Commons, and I wanted it to be known I was not 
speaking without foundation——A. I have not seen those figures. 


By Mr. Richardson: 


Q. Would they not be in the table on page 15?—-A. Not te provinces. I 
have never’seen anything by provinces. 


By Mr. Bell: 


Q. I appreciate you would not want to break things down into provinces 
and it would not be desirable in your own case, but do you not think direction 
would be necessary to certain sections of our economy that would be in need 
of extra encouragement, to save and not to go for installment buying in the 


Same way? Where do you think that should come from or do you not think 
-it is necessary?—-A. We are a country of a number of different regions. Each 
_ region has institutions of its own dealing particularly with regional problems 


and local matters. It might be of interest in any one region to engage in 
a study of that, but I do not think it would be our job. 


\ 


By Mr. Quelch: 


@. Do you consider that a matter for government action rather than 
banking action?—A. It is not a statutory responsibility of the Bank of Canada. 


By Mr. Bell: 


Q. In regard to advertising, the chartered banks themselves are adver- 
tising on a national scale in regard to savings and bank accounts and related 
subjects. They do not take into consideration the various problems of the 
region. There might be some areas, where, with a little bit of proper education 
in the right way they could solve a lot of their problems?—-A. That might 
be so. It is always difficult to say that someone should go in from outside 
and do that. Sometimes you come to an unhappy fate by doing that sort 
of thing. 


By Mr. Blackmore: 


Q. I should like to pursue a little further this question of the need for 
more money. I think the expression was used originally by the Rt. Hon. 
William Lyon Mackenzie King around about 1935 when he said: “We want 
currency and credit in terms of public need.” That: has been as for as that 
hon. gentleman ever went in respect of elucidating the meaning of “terms of 
public need” or elaborating it. I was probing that with Mr. Dunning at one 
time around 1938 on the floor of the house and, as I recall it, the progress 
he helped me to make was this: “It was the needs of business”. Would 
Mr. Coyne feel I would be safe in assuming that would be a satisfactory 
definition?—-A. I do not know. If you are drawing a distinction between 
business and the rest of the community, I could not agree with that. 

Mr. BLACKMORE: I am still groping around to get something to which I can 
tie.. Supposing we took it as being what Mr. Dunning said quite confidently 
when he said “It was the needs of business’, we would have something we 
could take hold of. 
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Mr. MACDONNELL (Greenwood): Might I ask Mr. Blackmore a question? 
Do you not think it would mean the real needs of economic activity, or ee 
as distinct from profession? 


Mr. BLACKMORE: Yes, he meant economic activity of the nas eere and 
salesmen and all the rest. 


The WITNESS: It seems to me one has an interest in money not as something 
in itself, but as something which has a role to play. It is a useful commodity. 
You could have an economic system run without money, at least without a 
circulating medium; but you can probably run it easier and have a higher 
standard of living by having a monetary system. The test seems to me to be, 
as regards whether you have enough money, whether your economic system 
is functioning satisfactorily. If it is, it would be pretty hard to say you did 
not have enough money. If it did not function satisfactorily, it may be that 
the money supply would be one cause but it would not necessarily be the only 
cause of the trouble. The cause might be somewhere else. Therefore, when 


you say “what does it mean when there is a need for more money, or how — 


do you tell?” I can only look at the signs of various kinds of the state of the 
economy. The fact that some person or customer may say he has too little 
money does not mean there is too little money for the country as a whole. The 
central bank isa single national institution for the whole country. 


The CHAIRMAN: Are you not trying to sink your teeth into something that. 


is not solid, Mr. Blackmore? 


By Mr. Blackmore: 


Q. From the way we have gone, I have found it difficult to advance it, 
but I imagine it is something which is solid but not very real. It is something 
we cannot conceive of, because we use it quite unconsciously as part of the 
stock and trade.—A. I used it in connection with the situation where business 
is expanding and the economy as a whole is expanding, where capital invest- 
ment is going on at a high rate, where'the gross national product is rising, 
where the total volume of sales is rising. That will give rise to a need for 
more money and that need would manifest itself. 

Q. In terms of borrowing?—A. Yes. First of all, in a larger circulation of 
“notes which would show up if people took money out of the banks because 
there was a need for more notes. Then perhaps the total volume of money 
would go up by at least the increase in the note issue, and it would be con- 
ceivable under certain circumstances that the total volume of money should 
go up even more. If the increase in demand were greater than in supply, it 
would show itself in higher interest rates. 

Q. So in order to narrow the matter down and make progress, I would 
probably be justified in saying it is the amount of money which producers or 
potential producers wish to borrow?—A. That is only one side of the picture. 

Q. I want to talk about the other the next time.—A. They want to borrow 
because they want to carry on various projects. 

@. To produce?—A. A lot of them may want to compete with the next 
fellow as to who is going to do the producing and the volume of production may 
not be affected at all. In those circumstanecs the demand for money would be 
excessive. 

@. In either case, it is more money they want to borrow, to produce, 
whether it is necessary or competitive?+-A. Greater production may be impos- 
sible and the only question at issue may be whether Smith or Jones will do 
the producing. It would be undesirable to give both of them all the money 
they wanted, as they would just be competing for the supply: of goods and 
production facilities which was insufficient to satisfy them both. 


Mr. BLACKMORE: I agree, but in any case the main thing is that rai 
and Jones want more money in order to produce. 
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PANES MACDONNELL (Greenwood): 2 ‘would like to ask a few more “questions | | 
also, 4% 

‘Mr. BLACKMORE: We are ay heatnuing to get into ie whole teOTORS 
“The thing I want to know in respect: of this report of Mr. Coyne’s is whether 
all is well in the Canadian economy as far as the Bank of Canada can see it. ‘ 


The CHAIRMAN: Very well. che big to the pipeline debate, “we will have hs 
Bo Slava Bete g a week from today. 
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MINUTES OF PROCEEDINGS 


TUESDAY, May 29, 1956 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 
a.m. this day. The Chairman, Mr. John W. G. Hunter, presided. 


Members present: Messrs. Bell, Benidickson, Blackmore, Cameron 
(Nanaimo), Carrick, Desliéres, Fairey, Follwell, Fraser (St. John’s East), 
Gour (Russell), Hanna, Hollingworth, Hunter, Matheson, Michener, Pallett, 
Philpott, Quelch, Richardson, Robichaud and White (Waterloo South). 


In attendance: Mr. J. E. Coyne, Governor; and Mr. R. W. Lawson, Deputy 3 
Chief, Research Department; both of the Bank of Canada. 


(Note: The Committee first dealt with two Private Bills, in bees of 
which verbatim evidence was not recorded.) ‘a 
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At 12.00 o’clock noon, the Committee continued its consideration of the 
report of the Bank of Canada for the year ended December 31, 1955. 


Mr. Coyne requested authority to record certain revisions to the printed 
record of his and Mr. Marble’s evidence before the Committee on Bill 165, 
An Act to amend the Industrial Development Bank Act, on May 1, 1956, being 
Issue No. 7 of the Committee’s proceedings, namely: 

on page 250, line 27, to delete the words “let us say, up to $4 million 
dollars per year,’ 
on page 252, line 22, to delete the word “borrowing” and to substitute 
therefor “operating’’; 
on page 253, line 17, to delete the word ‘lives’ and to substitute 
therefor “loans”; 
on page 253, lines 33 and 34, to delete the words “but purely as a 
monetary operation on our ressources, I mean those of the Industrial 
Development Bank”; — 
# on page 259, line 3, to insert a period after the phrase “That is one 
S factor’’; i ee 
| ~ on page 259, line 20, to delete the word “item” and to substitute 
therefor “‘term”’; 
on page 259, line 22, to delete the words “and did make them on 
demand”; and 
on page 269, line 19, to delete the word “over” and to substitute 
therefore ‘“‘under’’. 


On motion of Mr. Gour (Russell), 

Resolved,—That the recording of the above-mentioned revisions be 
authorized. | 

Further, Mr. Coyne explained his answer to Mr. Regier’s question on page 
265, lines 48 and 49, of Issue No. 7 of the Committee’s proceedings on May Il, 
1956, on Bill 165. (See this day’s Minutes of Evidence.) 


| 
i 


| 
Also, Mr. Coyne requested authority to clarify and elaborate his answer 


9 toa certain question by Mr. Cameron (Nanaimo) during the proceedings of the 
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Committee on May 22, 1956, on the report of the Bank of Canada, which pro- 
ceedings had not yet been printed. (For details, see this day’s Minutes of 
Evidence.) The Committee agreed to Mr. Coyne’s request that that proceedings 
be printed as revised. 


Continuing the questioning of Mr. Coyne on matters arising from con- 
sideration of the report of the Bank of Canada, Mr. Blackmore distributed 
to the Committee copies of a set of 42 questions which he proposed to ask Mr. 
Coyne. Mr. Blackmore requested that his set of questions be printed in this 
day’s proceedings with a view to their being answered by Mr. Coyne during 
this and subsequent sittings. Following debate as to the relevancy of certain 
of Mr. Blackmore’s questions to the Order of Reference, the Committee did 
not concur in Mr. Blackmore’s request. Thereupon Mr. Blackmore proceeded 
to put his questions seriatim, Mr. Coyne replying briefly to them. 


At 1.00 o’clock p.m., the Committee adjourned to the call of the Chair. 


Eric H. Jones, 
Clerk of the Committee. 
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EVIDENCE 


May 29, 1956, 

12.00 noon. 

The CHAIRMAN: Gentlemen, we will resume consideration of the annual 
report of the Bank of Canada. 


Before we do so, I wish to state that, in regard to the proceedings and 
evidence, Issue No. 7, relating to Bill No. 0, to amend the Industrial Develop- 


- ment Bank Act, Mr. Coyne has pointed out certain items which he considers 


to be incorrectly recorded in the printed proceedings. Some of these may be 


_ just typographical errors; others may be errors in not getting it down correctly. 


I have a list of them which Mr. Coyne has given to me, and if members have 
Issue No. 7 before them, I will read the list: In regard to page 250, line 27, 


he suggests to delete the words “let us say, up to $4 million per year”. He 
_ stated to me that if he said that he did not mean it. 
_ suggests to delete the word “borrowing” and to substitute therefor “operating”. 
7 On page 253, line 17, to delete the words “lives” and to substitute therefor 


On page 252, line 22, he 


“loans”. Further down on page 253, lines 33 and 34, he suggests to delete 


_ the words “but purely as a monetary operation on our resources, I mean of 


the Industrial Development Bank”. Perhaps Mr. Coyne you could explain 


: what has happened there. 


Mr. Coyne, Governor, Bank of Canada, called: 


The WITNESS: In regard to what I am reported to have said in those 


- proceedings, Mr. Chairman, I do not know what these phrases mean. I may 


well have mixed things up when I was speaking in the first place, or perhaps 


_ something has happened in the transcription. In any event I do not think the 
2 words as they are written have any intelligible meaning, and if it is all 
ih right with Mr. Quelch the first four or five words answer his question without 
_ the additional ones. 


Mr. QUELCH: Yes. | 
The CHAIRMAN: Mr. Coyne also suggests on page 259, line 3, to insert a 


_ period after the phrase ‘‘That is one factor’: that is a separate sentence. On 
¥ the same page, line 20, he suggests to delete the word “item” and substitute 


therefor “‘term’’. It was obviously meant to be a term loan. Also on page 259, 


- in line 22, he suggests to delete the words “and did make them on demand”. 
_ Obviously a term loan cannot be a demand 


_ suggests to delete the word “over” and to substitute therefor “under” to make 


loan. On page 269, line 19, he 


the phrase read: “I would say none under a year.” Not all, but some of 
those changes, change the meaning of the evidence, and therefore I bring them 


_ to the attention of the committee. Would someone move that these amendments 
be made? 


Moved by Mr. Gour (Russell) that the revisions requested by Mr. Coyne be 
recorded. 


Agreed. 


The WitTNEss: There is one more point. At the bottom of page 265 of 
Issue No. 7 of the Committee, lines 48 and 49 Mr. Regier’s question entirely. 


He was asking questions, I think, designed to ascertain what would be done 
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by the Industrial Development Bank in the event of monetary policy, or 
financial policy generally, changing in one direction or another. I thought 


that particular question was: “Supposing the Bank of Canada or the Finance 


Department on its own, in the public interest, at a certain time thought 
there ought to be a restriction of industrial development?” I: answered: “T 
cannot imagine such a decision being made by anybody.” In the record, 
M. Regier is recorded as having spoken of an “‘expansion”’ of industrial develop- 
ment. Of course, I would not have said I could not imagine anyone desiring 
an expansion of industrial development. There is a further aspect of this 
given on the following page, 266, and there I think this point becomes clear, 
because Mr. Regier talked about the depression when he said he felt there 
were restrictions and not enough industrial development, and he went on: 
“Now, you are saying in effect that the Industrial Development Bank is 
being guided by the financial policy of the government.” The answer was: 


Well, it is guided as an Industrial Development Bank by the policy laid down > 


in the act which is to encourage the expansion of industry and to help and 
assist it. I do not see how it could operate under any other basis. I am 
sure the members of the committee know I did not say that I did not desire 


people to expand industry, but the record reads that way, so I would like © 


to have at least this chance to correct it. 

The CHAIRMAN: Mr. Regier is not here, so we cannot really ask to have 
the word “expansion” changed to “restriction”. However, I think with that 
explanation that is sufficient in the minutes. We are prepared now to go on 
with the annual report of the Bank of Canada. 

“The Wrrness: At the last meeting, of the Committee, on May 22nd, when 
talking about the period 1950-51, Mr. Cameron said: “I believe two-thirds 
of the post war expansion in total money supply took place in 1950-51?” an 
I replied: ‘‘Yes, I dare say.” | 

Well, I was quite mistaken. I must have been thinking of the big 
inflow of money from the United States, or something else. So far as the 
money supply is concerned, I proposed giving the committee the figures in 
the post-war period. : 

Mr. BenrpicKson: Mr. Cameron spoke to me about this, and I wonder 
if it could be deferred until he comes back? 

The WITNESS: Perhaps I may just give the figures. Taking as a crude 
definition of money supply the holdings of currency and bank deposits by 
the general public, which excludes bank deposits held by the Government 
of Canada, the total held at the end of the year 1945 was $5,905. million. 
The annual increases in millions of dollars in the years 1946 to 1955, respect- 
ively, were as follows: 947, 235, 656, 430; 539 in 1950; then 25, 565, 43, 823 
and 745. 

“The CHarrMaAN: Gentlemen, I do not think the minutes proceedings 
of evidence of our meeting on May 22nd have yet been printed. Would 
it be desirable to insert this information in the relevant position in the 
minutes? 

Mr. MICHENER: I suggest that the information and figures which Mr. Coyne 
has given us be inserted and printed. 

Agreed. 

The CHAIRMAN: We will now continue with Mr. Coyne under our order 
of Reference of the report of the Bank of Canada. Would those who wish to 
ask questions so indicate, so that we may have them in proper order? Mr. Black- 
more has a few questions to ask. 
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Mr. BLackmore: Just before I start asking questions, may I tell the com- 
mittee I thought that probably they would like to have before them the ques- 
- tions which I will ask, so that they would not have to rely so much on memory. 
RC Therefore, I have made copies of the questions and I propose to have the 
messenger distribute a copy to each of the members so far as copies are avail- 
able. I aim at getting a copy within the reach of every member of the com- 
- mittee, but as there are more members than copies, some will have to read 
_ them together. 

e Before we commence Bolin these questions, I may say I do this with 
- abject humility. These are not put with the thought that I know any more 
than anyone else. It happens that in the past 23 or 24 years it has been my 
business to study the matter of money, and form some ideas as to what money 
is, and how it could be managed; and the questions which I have drafted are 
what I thought would bring out the information which I think is lacking in 
the minds of many people in respect of money. There is a lot of confusion as 
to what constitutes inflation, so I have asked some questions about that. I 
will read these questions, and you can let me know if I am not reading loudly 
enough. The questions are: 

1. What is. the actual meaning of the expression “The country 
needs more money” as that expression would normally be used by the 
Governor of the Bank of Canada? 

1-A. Would that expression mean that without more money in 
circulation there is a threatening danger of depression, that is, a fall 
of prices through having too few dollars chasing too many goods? 
That is, having what might be called overproduction or being in a sur- 
plus supply position? 

You. remember that during the great depression it was commonly said 
we were in the midst of overproduction. 
1-B. Does the expression mean that productive enterprise through- 
out the country needs to be able to borrow more money, and, or cheaper 
~ money, or both, in order to produce more of foods, of clothing, of shelter, 
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‘ of services, or of the implements required in producing these or any 
2. other of the needs of life, etc? 

Or 

a 1-C Does the expression mean that producers as a whole need more 
. money in the hands of consumers in order that pee might be 
Bs able to sell their products? 

Bs, 1-C(A). Does not the $24 billion of 1955 borrowing for consump- 
. tion indicate producers need far more purchasing power in consumers 
‘y hands? 

5 1-C(B). Does not the almost fantastic terms of sale being offered 
_. by certain classes of producers indicate also the great need of producers 
. “for more money in consumers’ hands, such offers as $1 down and $2 
4. a week on Frigidaires, television sets, deep-freeze equipment? 

1-D Does the real meaning of ‘need for more money” actually 
sa _ happen to be the need of money-lenders in the money market to keep 
7, money relatively scarce and’ relatively costly in point of interest rates 
\ so as to enable those money-lenders to loan their money profitably? 

4 I think this question should be probed into with the utmost care, because 


e if the meaning is the last one that I have given it is an exceedingly serious 
_ Matter indeed. The next question is: 

; _ 2. Bearing in mind the two aforementioned evidences of needs of 
business to have in circulation more money with which potential con-. 
sumers might buy products of manufacturing, would we not be justi- 
fied in assuming positively that there exists throughout the Canadian 
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economy, generally, a definite shortage of purchasing power in the 
hands of consumers, from which shortage many producers are suffering 
by reason of inability to sell their products? 


Mr. Carrick: I do not see what good it is going to do to ask all these 
questions and to put them on the record, if we have no answers to them. 


Mr. BLACKMORE: I will put the questions on the record. If we do not have 
time for Mr. Coyne to give answers to the questions now, or if he wishes to 
take more time to consider them further, we will go on and finish in the next 
sitting of the committee. I presume that to do otherwise would be to put Mr. 
Coyne in a set of circumstances to which no man should be subject, to answer 
questions like this without very careful thought. 


Mr. Carrick: Would it not be better to give Mr. Coyne a copy of the ques- - 


tions and to let him study them? 


Mr. BuacKmore: He has a copy now. My purpose is to finish putting - 


the questions and then to let him answer them so far as time permits. | 


Mr. CaArRRIcK: It would be impossible to get satisfactory answers to these 
questions in that way. If you want to get an answer to a particular question, 
surely the only way is to give Mr. Coyne an opportunity to answer question 
No. 1 and so on. Sad 3 

Mr. BLAcKMoRrE: I do not think it will take time. 


Mr. CArRRIcK: I am not objecting if Mr. Blackmore wants them on the 


record, but I think it is a useless procedure so far as getting information from 
Mr. Coyne is concerned. 


The CHAIRMAN: It strikes me, Mr. Blackmore, that these questions have 
one facet to them which is almost an argument; and that you are developing 
the thing from question to question as you go on, and, if you put them all at 
once, you may end up with conclusions which may or may not be correct, 
depending on the correctness of the inferences. | 


Mr. BENIDICKSON: Question 2 seems to presuppose an answer from question 
1, before Mr. Coyne has given an answer. 


/The CHAIRMAN: In question 2 it seems to me, Mr. Blackmore, that you 
may be drawing inferences or conclusions which are not necessarily correct 
from question 1 and its subparagraphs. Therefore, if you have drawn an 


erroneous conclusion or inference at that Stage, the rest of your assumptions 
may not be correct. 


Mr. BLACKMORE: Would it not be wise to get them all on the record, so 


that Mr. Coyne could single out those where there may be a wrong con- 
clusion, or so that members of the committee could single them out? I thought 
that in order that Mr. Coyne might have a fair chance to answer the questions, 
he should have them all, so that he can relate the answer to one question to 
another question. . 
Mr. Carrick: I would be opposed to following that procedure. I do not 
think it a proper course or one that would be helpful to us. Mr. Coyne has 
been supplied with a copy of the questions. If Mr. Blackmore had a particular 
question, and if Mr. Coyne were given the opportunity, he could answer each 
one as he came to it, and that would make the question and answer intelligible. 


The CHAIRMAN: It seems to me that if this is within the realm of Mr. ~ 


Coyne—it covers the whole field of economics, or certainly the theory of money 


and currency, and other facets also—therefore he should start answering, 
question by question. | 


Mr. Carrick: And if he is not prepared now, as he has only now got the 
list of questions, he should be given an opportunity of studying it. 
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The CHAIRMAN: Perhaps we should ask Mr. Coyne whether he is prepared 
to start answering, question by question. 


Mr. BLAckmorE: I said, I think, at the close of my remarks at the last 
meeting, that I was particularly interested, and I think the people of Canada 
are particularly interested, in the Bank of Canada doing a good job which the 
people of Canada want done; and Mr. Coyne has a right to say whether he 
thinks it is doing the job. We know that something is radically wrong with 
the economy under present conditions, and, if the Bank of Canada is not 
responsible, we want to know who is. ets 

The CHAIRMAN: Mr. Blackmore, when you say: ‘We know there is some- 
thing radically wrong’, why not speak in the first person? You cannot speak 
for everyone here. ; 

Mr. BLAcKMOoRE: I am glad to change it to “I’. When the old age 
pensioner is asked to exist on-$40 a month, I think there is no doubt in the 
minds of the committee that there is something radically wrong in Canada. 

Mr. HANNA: This is a deliberative committee. Surely it is reasonable to 
ask Mr. Blackmore to ask questions one by one, so that we may follow question 
and answer. : 

The CHAIRMAN: I quite agree, but it is a matter for the committee. In 
what form does the committee desire the questions put? 

Mr. QUELCH: If it is intended to ask them one by one, I think it is only 
fair to Mr. Coyne that he:should have a chance to read them through in 
advance, in order to have the answers, and to have an opportunity to deal 
more adequately with the subject. 

Mr. FOLLWELL: Perhaps Mr. Coyne would indicate whether he is prepared 
to go ahead now. If he indicates he is prepared to answer questions, let us 
have them. 

Mr. BLAcKMORE: My object is to be fair to everybody so that this com- 
mittee may study the whole situation in the light of the circumstances. I believe 
everyone on the committee wants to do that. 

Mr. HOLLINGWoORTH: I am very happy that Mr. Blackmore has some ques- 
tions, and I think they are of great importance to the committee and to the 
country, but I am inclined to agree with Mr. Hanna that we should have them 
one at a time. I think it is important that we discuss these questions, even 
if perhaps they are a bit broader than the usual questions. It is a very impor- 
tant subject, as Mr. Blackmore says; and I think Mr. Coyne would be very 
happy to deal with them, but I think the questions should be put one at a 
time. 

Mr. BiackmoreE: I am a little under pressure, I am appointed to go 
to New Brunswick, so that I will not be here for the next two weeks. If I 
do not put the questions now, I will not have an opportunity of doing so. 
If I put them now, Mr. Coyne will have an opportunity of answering them 
at a succeeding meeting. 

The WITNESS: I am here to meet the convenience of the committee and 
to be helpful in every way I possibly can, particularly in answering questions 
on matters dealt with in my annual report for 1955, and more or less the 
current events over the last year or two. It would be quite a different job for 
me to be expected to engage in a very long discussion on the whole field of 
economics, or even monetary theory. That would take an awful lot of time, 
both of the committee and of myself. So far as this particular set of prepared 
questions is concerned, which I have seen just now for the first time, I am 
inclined to think they cannot be dealt with as a whole, because the answer 


to the first question might require a rephrasing of all the remaining questions. 
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Mr. FarrREY: Would it be in order to suggest that these questions might 
be published, if you like, as an appendix to the proceedings, and left for 


discussion at a future time? I do not think it is fair to ask Mr. Coyne to start 


answering prepared questions which take up nine typewritten pages. 

The CHAIRMAN: It would-be quite a bit of homework! 

Mr. BENIDICKSON: I do not think that would quite cover it. The question 
of relevancy comes up, question by question. That is a matter for the committee 
to decide upon. If the questions are really not within the purview of the terms 
of reference of the committee, I do not think it is proper to put them. Each 
question has to be looked at in turn. 


The CHAIRMAN: I quite agree. I cannot see making these questions an 
appendix to the proceedings. Some of the inferences which are drawn from 
some of these questions, and which lead on to the next question, may be 
erroneous, which means the next question has to be rephrased. In addition, 
some of these may be extremely irrelevant to the Bank of Canada whose report 

e are considering. I do not know—some of them may be. I suggest that 
Mr. Coyne take these questions away, read them, and come back prepared 
to take them step by step, and then, if we wish to broaden the scope of 
them and ask questions ourselves, we are in a position then to do so. 


Mr. FarREY: I am in a little doubt/as to whether, as Mr. Benidickson said, 
the committee is empowered to deal with questions as broad as these. 


The CHAIRMAN: Some of these questions could be within our purview 
and have to deal with central banking; others may not be. That will be for the 
committee to decide. 


Mr. Hanna: I think we are interested in these questions, but they should 
be taken one by one. Mr. Blackmore says he cannot be here in the next couple 
of weeks. Might I suggest that one of his colleagues take over the job if he 
cannot be here, and that the questions be put one by one? I think we 
can best follow the matter if we deal with them’, one at a time. 


Mr. BLACKMORE: Might I say another word? Members will remember 
that, either at the last meeting or the meeting before, I quoted a wire which 
had been sent by my constituency to Mr. Coyne, protesting against the measure 
of increasing the bank rate because of its affecting them adversely. Before I 
can tell to what extent they are justified, or the Bank of Canada is justified, 
in putting them “through the wringer’, in order to assess the general situation 
in Canada, I pretty well have to have all these questions answered, and I 
believe pretty nearly every one has to have the answer. 


The CHAIRMAN: Mr. Blackmore, our terms of reference are “That the 
report of the Bank of Canada for the year ended December 31, 1955, tabled 
March 1, 1956, be referred to the said committee”. Surely it is up to the 
committee at all times to determine the relevancy of the questions you are 
asking with respect to the terms of reference of the Bank of Canada annual 
report. I do not think anybody here wishes to be technical and to say some- 
one cannot ask a certain question, because there is not a certain word in 
the report. I think everyone here is interested in central banking and what it 
can accomplish, and its value, and things of that nature, but there may be 
many thing in these questions that are outside the field of banking. 


Mr. BLACKMORE: There are, I promise you that. 


The CHAIRMAN: That is a question for the committee to decide, not for 
you. I think Mr. Coyne should have a chance to read these questions, and 
then we should go back and ask them, question by question. The committee 
can decide in each case whether or -not the question is relevant, whether 
Mr. Coyne needs to answer, and whether there are other questions in respect 
of each question to which we want an answer. I think that is the only fair 
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. way. Otherwise, it would be bound to become a monologue, and almost a 
- lecture. I do not think that is the purpose of the committee under its terms 


of reference. If that is agreeable to the committee, I would recommend that 
that be done. 


Mr. BLackMoRE: May I say a word to the committee before you make 
that recommendation? I do not wish to be an annoyance to the committee but 
I should like to do a good job. Mr. Macdonnell asked Mr. Coyne in regard 
to the Finance Act of 1914, and Mr. Coyne said he had not time to acquire 
-the familiarity with that act which would enable him to answer Mr. Mac- 
donnell as he would like. He did not use those words, but that was the 
meaning. It seems to me that we ourselves ought to go into the Finance Act 
of 1914, and the act of 1923—and certainly that has to do with the Bank of 
Canada—because the Bank of Canada replaces the situation under the acts of 
1914 and 1923. I do not think you can make it out any other way, but I 
may be all wrong. 

The CHAIRMAN: It is just possible. 

Mr. BLACKMORE: It is just possible. That is the case for many of these 
questions, as I assert that these questions have a positive bearing on the Finance 
Acts of 1914 and 1923, on the report given by the Royal Commission on Bank- 
ing and Currency for Canada, 1933, which is the report on which the founding 
of the Bank of Canada was based. The next thing which I think it is im- 
portant to bear in mind is that in the report which Mr. Coyne issued—and it 
is a good report—he tells us in effect that the banks have reached an agree- 
‘ment under which the chartered banks will maintain a 15% liquid reserve. 
Now, the justification for that should be probed, it seems to me. Certainly 
we should inquire into what the Governor has told us, as to how and why 
they have raised the bank discount rate of the Bank of Canada. It seems to 
me, if I understand and appreciate that, that the brief requires more study 
than anything we have done thus far. 

Mr. BENIDICKSON: I understand Mr. Blackmore has intimated to the com- 
mittee that he wanted to pursue matters of this kind, and if they seem to be 
related to the report of the governor it would likely take two or three meetings 
of the committee. I would look forward to these discussions and think they 
would be profitable, but still that does not get away from the procedure we 
must follow in committee to deal with this type of matter in a reasonable way. 
I still think we have to deal with questions seriatim, whether we make a start 
this morning on question 1, and put it to the witness, or whether the com- 
mittee may feel they would prefer Mr. Coyne to take the questions away 
and that we should have another sitting on them. I sympathize with Mr. 
Blackmore’s desire to present these questions in an unusual way, because of 
some personal obligation he has in the near future. I hope he will cancel that 
obligation, because I think everyone will recognize that as questions are pre- 
sented to a witness it is frequently necessary for the witness to say to the 
questioner: ‘“‘What do you mean by your words so and so?” I think it would 
be impossible for Mr. Coyne to answer some of these questions without having 
Mr. Blackmore here to interpret the words he uses in his questions. 


Mr. BLACKMORE: I greatly appreciate all that, and if you will bear with 
me I will say one word more. Mr. Coyne said, according to my note, that he 
would be glad to answer any questions or participate in any discussion. I 
thought that a most co-operative attitude on Mr. Coyne’s part, and I commend 
him for it. I think that certainly opens the ground for all the discussion which 
will arise as a result of the asking of these questions. I may say these ques- 
tions are all my own: they are not a set someone sent me to ask; they are 
a my own, and I propose to follow them. 
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The CHAIRMAN: I think Mr. Coyne’s statement must be taken with some 
limitations. He is not proposing to discuss questions of geography or mathe- 
- matics, only those in connection with the Bank of Canada. 


Mr. BLACKMORE: We will not be asking anything like that; it will be all 
financial. 


The Witness: I must put in a bit of a disclaimer. I hope I always will 
be forthcoming and co-operative with the committee, but I can only talk 
out of my own experience, and particularly with reference to the Bank of 
Canada, and how it has operated in the last few years. Indeed, it is only 
the operations of the bank in the last year—or two years, because the report 
covers a little more in fact—that I understand is before the committee. I told 
the committee the other day that I could not answer questions about the 
Finance Act of 1914, because I know very little about it and really I do not 
think it is part of my business to go and study it. I have got plenty on my 
plate right at the moment in connection with the affairs of 1956, and of central 
banking as it is carried on nowadays, in accordance with my ideas of central 
banking as I have acquired them. Therefore, I am afraid there would be a 
good deal of these background questions and theoretical questions with which 
I just would not be competent to deal. I take it that parliament settled this 
question of the Finance Act away back in 1935 when it set up the Bank of 
Canada, and IJ would not want to have to get into a long study of that 
question myself. 


Mr. BLACKMORE: I think the Bank of Canada is on trial. I am not saying 
that Mr. Coyne has not administered the Bank of Canada with all the skill 
and sincerity that a man should exercise, and I am quite sure he has done so. 
But, at the same time, is it not about time to have a general review of the 
whole ‘situation to see whether that bank is doing the job which it was set up 
to do and, if it is not, to suggest changes which are necessary in order to 
enable it to do the job; or to find out who is supposed to do the things which 
are beyond the purview of the Bank of Canada’s responsibilities? 

Now, I am entirely in your hands. I will put the questions in Mr. Coyne’s 
hands to study, and in your hands, Mr. Chairman, and in the hands of the 
committee. I will be in New Brunswick in the next two weeks, and after 
that I will be available, if it is the desire or the will of the committee, or 
the indulgence of the committee, to put off further meetings on this report 
until I return. Then I will be happy to take up the matter again. 


The CHAIRMAN: Mr. Blackmore, I do not think you, as a reasonable man, 
could expect the committee to put off meetings because you desire to go to 
New Brunswick. Let us be fair. If you wish to ask questions on these matters, 
I think you should be here at the committee meetings as they are called. 
If you are not prepared to be here, we can only deal with questions as they 


come up, and perhaps you would have a colleague here to deal with them, 


Mr. Carrick: I am opposed to that. I do not think it is a proper way 


for the committee to proceed. I think that if any member of this committee . 


wants a question asked he should be here to ask it. I do not think it is a 
proper procedure, to prepare a list of questions, and then not to be-here to 
put the questions; it leads to an impossible situation. 


The CHAIRMAN: I must say it does not seem to me to be the proper way : 


to conduct a committee, to have a set of questions submitted and not to have 
the member asking them here when they are answered. I have never before 
heard of such a thing. I am not saying it could not be done, but I feel that 
it is only common courtesy that, if you wish answers to questions, you should 
be here to explain them and ask them. 


Mr. BLackmoreE: Then I will be prepared to start with pages 1 and to 
go as far as I can today. 
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Mr. CarricK: Why not put questions—whether he wants to put these 
or others? 


Mr. FOLLWELL: That is what I suggested 15 minutes ago. 

Mr. Carrick: We will soon see whether the questions can be answered 
or not. 

Mr. Farrey: Before we start, have we not some unfinished business, the 
adopting of this report? 

The CHAIRMAN: Our terms of reference do not instruct us to adopt the 
report. 

Mr. FarrEy: We have concluded, we are finished with it? 

The CHarrRMAN: No, we are not through with it by any means; and it is 
up to the committee to determine the relevancy of these questions in relation 
to the terms of reference. Are you prepared, Mr. Coyne, to start dealing with 
these questions, one by one? 

The WITNEssS: I will deal with questions asked of me, as well as I can. 

The CHAIRMAN: Will you start, Mr. Blackmore? 

Mr. BuackmorE: Thank you very much. I appreciate the indulgence of 
the committee. This is the first question—perhaps I may recall that as regards 
the meaning of the words “need for more money’, we roamed all round, 
back and forth, in previous committee meetings, and I am not sure that 
Mr. Coyne would have anything to say additional to what he said before— 
as to what is the actual meaning of the expression ‘‘need for more money’? 
I think from what Mr. Coyne said we are very much in the air as to the 
meaning of the statement. What do we mean by saying “the country needs 
more money’’? 

The CHAIRMAN: How about letting the witness answer? 

Mr. BLACKMORE: Oh no. I just want to clarify it. 


The WITNESS: That question was asked on a previous occasion, and I 
answered at some length; and I think I would like to let that answer rest. 


By Mr. Blackmore: 

Q. The reason why I find this so important can be illustrated by the 
example of a case where the wife goes away and has to leave the husband 
to bathe the baby. She tells him that when the room is “warm” enough, he 
is to bathe the baby, but she does not tell him the meaning of the word “‘warm”. 
The husband is completely at a loss to know at what temperature he should 
start. It is very much the same way with the phrase “the need for more 
money”. If the only person in the country who is qualified to tell by the 
feel of the atmosphere, or by some other means, perhaps, some occult or 
mystic sign, the need for more money is the Governor of the Bank of Canada, 
then it is next to impossible for any member of parliament to make an intel- 
ligent appraisal of Mr. Coyne’s decision or action—A. Is this a question? 

Q. No, I am clarifying it. I go on to the next question: 

Would that expression mean that without more money in circulation 
there is a threatening danger of depression, that is, a fall of prices 
through having too few dollars chasing too many goods? That is, having 
what might be called over-production or being in a surplus supply 
position? 

If the answer could be given there ‘‘yes’” that would be something. Is 
that what you mean by the country “needing more money’’?—A. I think the 
answer was included within the answer I gave on a previous occasion. . 

Q. Is that to be the meaning of ‘need more money”?—A. I think I should 
stand by what I have said already. 
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@. We are under this difficulty—that there is no printed record yet of 


previous replies. Of course, it is just as difficult for me to remember what 


Mr. Coyne has said as it is for himself, and consequently we have nothing to | 


guide us. As far as I can recall, Mr. Coyne did not answer that particular 
aspect of the question specifically. His answer did not give us a chance to 
know whether that would be-one of the signs as to the country needing 
more money.—A. My answer mentioned quite a lot of signs. You will find 
it all in the record, I trust, but no doubt you made notes of your own as I 
answered your questions on previous occasions. 


Q. I went through very earefully what Mr. Coyne said, because I had the 
transcript to examine, and he has checked it, but I do not wish to go into 
too many details. In the United States, when the great depression was on, 
certainly anyone would say they needed more money in circulation—just as 
we did here in Canada; we also needed more money in circulation, yet the 
minute anyone suggested putting more money into circulation in Canada certain 
people rose up to object.—A. That is not the kind of question I can answer. 
I can only deal with my own experience and the operations of the Bank of 
Canada during the period in which I have held a senior position there. 


Mr, Biackmore: I was only introducing that as an illustration so that 
the people here could follow. In the United States, according to Professor 
Irving Fisher, in his ‘100 Per Cent Money,” there were $23 billion in circula- 
tion at the time when the depression struck. By the time the depression got 
to its depth, $8 billion of that $23 billion had been taken out of circulation. 
Hon. C. H. Cahan said in 1933 in Toronto that in Canada during the 
depression $932 million had been withdrawn from circulation. That was the 
position we were in at the trough of the depression. Any one would say 
certainly that that money ought to go back into circulation, if the country 
was to become normal, but the main question was how to get that money 
back into circulation. 

The CHarRMAN: Mr. Blackmore, I think that at this point you are almost 
orating. Have you questions to gale That is what the witness is here to 
answer, if he is able. \ 

Mr. BLackmoreE: I want to know specifically— 

Mr. BENIDICKSON: Mr. Chairman, I want to be helpful to Mr. Blackmore. 
He gave two instances which I think are irrelevant. He said some of his 
constituents felt adversely affected by certain operations of the bank within 
the past year. I assume that was based on either too much money in circulation 
or too little. If Mr. Blackmore could confine his questioning of the governor 
to a subject which is pretty closely related to that, and something not already 
answered, I think everyone on the committee would like to co-operate. 

Mr. BLrackmore: I appreciate that, but I presume I cannot have an answer 
to that particular question, which is, at the time in which we live now, one 
of the most important. 

The CHarrMAN: Which particular question? 

Mr. BLACKMORE: Suppose there were to develop over-production, and we 
were to fall into a depression, what would the country need? Would not it 
need more money then? Then if it did so need, the question would be how 
to put that money into circulation. Y 

The CHAIRMAN: Let us take them question by question. 

Mr. BLacKmMorE: I am doing that. 

The CHAIRMAN: You are saying that if such and such is the answer, then 
things are so and so. Why not wait until you get the answer? 

Mr. BLacKmMorRE: Would the answer not be to question 1-A and 1-B “Yes” 
to the question “Do we need more money?” Would not the answer be “Yes”? 
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The CHAIRMAN: I doubt very much whether we could get an unequivocal 
_ answer to question 1-A. It covers a broad field and surely requires many 
qualifications in any answer. It may be part of the truth, but it may be 


r only one facet. I do not think economic laws are that simple—or everyone 
4 would understand them, and all economic problems would be solved. 
P, 
es 


Mr. BLackmMorE: We all appreciate they are not simple by any means, 
but if in a general way the question could be answered, with reservations, 
then in getting the answer we would be attaining something. 

The CHAIRMAN: You have already asked this question and the witness 

- has said he feels he answered it at the previous meeting and that he is prepared 
- to stand by the previous answers. 


é Mr. BLACKMORE: Maybe the witness has his words from the previous 
_/ meeting and would not mind repeating them. 

The.CHAIRMAN: I do not know whether he could repeat them verbatim. 
Probably he could give a summary. 


Mr. BLackmorE: He has a manuscript, has he not? 


The Witness: I would have to read a good many pages, because there are 
long passages and quite a number of questions, all relating to the same matter. 
_ Ido not know what further good it would do to read them out again at this 
meeting, any more than to have done it on the previous occasion. They would 
just go into another transcript a second time and we would not be any further 
ahead than we were. 


Mr. BLACKMORE: Supposing we go to question 1-D and leave the others. 
Let us assume they have been covered in a very vague manner by the Governor 
of the Bank of Canada. I will not say he could have been, in his position, 
m more specific. | 
The CHarrMaANn: I think it would be fair to the witness to say “What you 
‘ believe to be vague’’, . ) 


Mr. BLACKMORE: That is my opinion. 


. The CHAIRMAN: I think you should make it your opinion rather than a 
definite statement, because it may not be others’ opinion. 


E By Mr. Blackmore: 

“ _ Q. I would be glad to make it my opinion, Mr. Chairman. Now, coming 
to 1-D, it is: 

Does the real meaning of “need for more money” actually happen 
to be the need of money-lenders in the money-market to keep money 
relatively scarce and relatively costly in point of interest rates so as 
im to enable those money-lenders to loan their money profitably? 

The governor of the bank, in dealing with his whole report, talked about the 
money market, and talked, I would say, with a great deal of tenderness and 
a good deal of appreciation of the needs of money-lenders. He said he would 
prefer, if I recall it, to have them lend the money rather than have the 
money come from certain other sources. That would give an indication that 
he was conscious of their particular needs and might be running the economy 
in their particular interest?—A. I can answer that very easily. I could almost 
get you to answer it yourself, because you do not believe it yourself, that I 
am trying to run the economy of the country in the interest of money-lenders. 
You do not believe that? 

Q. No, no, I do not, but I am only—A. So the answer to 1-D is that I 
do not understand that phrase “need for more money” as having any such 
meaning as is implied in the question. I do not know what is meant by 
“money-lenders”. Anything I have said about the operations of the money 
_ market has been based, not on the needs of persons who are in the business 
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of lending money, but on the valuable services they can perform. In my 
opinion, it is a useful function to have intermediaries who are able to assist 
in the steps by which people who save money are able to make it available 
in the end to people who need that money to carry on useful capital develop- 
ment. Since it is difficult for the individual saver to know just where to 
find the person with a worth-while project of that character, most individual 
savers entrust their money to banks, to trust companies, to loan companies, 
to insurance companies, to investment dealers and advisors and trustees, and 
so on, and those are the people who act as intermediaries. Although they 
have some money of their own invested in their particular enterprise, by far 
the greater part of their business is to receive money from others and see 
that it is put to a useful purpose in the hands of still another group oi 
persons. 

Mr. Carrick: I notice that that question 1-D which has been put, is based 
upon question 1, which says: 

What is the actual meaning of the expression - “The country needs 
more money” as that expression would normally be used by the 

. Governor of the Bank of Canada. 

In order to bring this question down to earth, should we not first know 
from Mr. Coyne whether he has made the statement that the country needs 
more money? If he has made that statement, then we can know what he 
means by that. If he has not made it, should we go on to deal with hypothetical 
questions based on statements which Mr. Coyne has not made? 

The WITNESS: In my opening statement and perhaps in answering ques- 
tions since then, I tried to explain the operations of the Bank of Canada 
and how the bank would at times exert its influence to expand money and 
credit and at other times might have to exert itself to restrain the supply of 
money or credit or restrain the rate of increase of money or credit. I may 
have used some general non-technical’ expression that if the country seemed 
to need more money our influence would be in a certain direction. 


iy 


By Mr. Carrick: 
Q. But you did not say there was need for more money now?—A. No. no. 
I said that under the conditions we have had in the iast six to nine months 
it seemed appropriate to restrain the rate of increase in the money supply. 


Mr. Carrick: May I point out that question 1-D is completely misleading, 
because it assumes there is a need for money. It says: 

“TDoes’ the real meaning of “need for more money’—lIt is completely 
misleading in that it assumes that there is a need for money now. 


The CHaIRMAN: It is only fair, Mr. Blackmore, for me to ‘make the 
comment that a lot of these questions seem to be, perhaps not intentionally, 
loaded, in that they are asking pane aes is based on a premise that 
may not be true at all. 


Mr. BLAcKMoRE: In that case, may it not be the privilege of the Governor 
of the Bank of Canada to straighten me out in these matters? 

The CHAIRMAN: I think that is what he is trying to do. 

Mr. Puritpott: I do not think it is the function of this committee to take 
up time entering into a long and highly involved question to try to answer 
all the points raised by Mr. Blackmore in his nine-page brief. It seems to me 
that this particular type of argument he is trying to raise is exactly the same 
type of argument which was presented very competently by his own colleague, 
the Attorney General of Alberta, who appeared before the Banking and Com- 
merce Committee two years ago on the occasion of the renewing of the charters 
of the banks and gave an official brief for the Social Credit organization at 


v 
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that time. It seems to me quite out of order, and the only way possible to 


Baye. 


get an answer to the questions presented by Mr. Blackmore would be for 
someone to undertake to read a brief in answer to his, point by point. It 
having been presented in manuscript form it never could be answered in the 
proper way, because it is all based on an hypothesis in the first line which 
is the hypothesis of Mr. Blackmore and has nothing to do with the committee. 

Mr. BLAcKMORE: I submit that Mr. Philpott is not fair, because this is 
not a brief. I prepared these questions, as I said at the beginning, so that 
hon. members might be able to have the questions before them, reading them 
and understanding exactly what is there. ‘To say I was writing a brief is, 
I think, not quite worthy of the hon. member, Mr. Philpott. Naturally these 
questions probe for information, and very valuable information, and they are 


all related. There is nothing of the kind he mentioned, the writing of a brief. 


Mr. HOLLINGWoRTH: My objection to that question is that it implies the 
governor of the bank used the words “‘we need more money.” I would ask 
Mr. Blackmore if those are not his own words? Has he any quotation? Is 
he saying the Governor of the Bank of Canada said the other day that we 
need more money? 

Mr. BLAcKMoRE: He used the words in just the way he said here in his talk. 

Mr. HoLtLincwortH: I submit those words are, unintentionally, misleading. 


Mr. BuacKkMoRE: He said ‘‘we had to determine, as the Bank of Canada, 
when the country needs more money’. Surely the expression ‘‘needs more 
money” is vitally important. 

The CHAIRMAN: I do not mean to interrupt, but I would point out that 
in question 2 Mr. Blackmore says: 

Bearing in mind the two aforementioned evidences of needs of 
business to have in circulation more money... 
I do not think you have proven at this point that there are evidences of needs 
of business to have in circulation more money. What Mr. Coyne says is that 
he was trying to stop, or rather retard, the rather rapid expansion. I think 
you are basing the question on things which have nothing to do with the 
evidence of Mr. Coyne. ; 

Mr. BLAcKMoORE: I submit, in all deference, that Mr. Coyne did say things 
which would justify this question. I will not put words in his mouth and, 
speaking entirely from memory, did he not express approval in a general way, 
at least by implication, of the fact that there had been so much borrowing, in 
the case of something like $24 billion borrowed by people to consume things, 
to buy cars and other things? | re 

The Witness: No, sir. I said I would not wish to say anything Adverse 
to the use of consumer credit in general but that, like anything else, it could 
at times go to extremes. That is what I said. 

The CHAIRMAN: It is one o’clock now and, as chairman, I have to rule 
that at our next meeting unless you have a colleague attend and ask your 
questions, if you are not here, Mr. Blackmore, we are not going to put them. 


Mr. BLACKMORE: I am not asking you to put them. I appreciate very 
much the attitude of the committee. I aim simply at the truth. 
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CORRECTIONS 
. Minutes of Proceedings and Evidence No, 9—May 15, 1956 
a Page 349, line 6: The word “item” should read “time”. 
; Page 349, line 17: Insert after the words ‘“‘the general public” the word 
, ; “or? . 
mo Page 357, line 21: The word “factor” should read “feature’’. 
a Page 363, line 16: The word “‘deduction” should read “reduction’’. 


a Minutes of Proceedings and Evidence No. 10—May 22, 1956 

Ss Page 381, line 23: Insert the word “After” before the words “the gov- 
a vernment’’. if 

ee! Page 383, line 38: The word ‘‘persuasive” should read “pervasive”. 

Page 385, line 34: The word “affect” should read “offset”. 


REPORT OF THE HOUSE 


WEDNESDAY, June 13, 1956 


a The Standing Committee on Banking and Commerce begs leave to present 
_ the following as its | 


la EIGHTH REPORT 


“a On May 4, 1956, the House referred to the Committee the report of the 
' Bank of Canada for the year ended December 31, 1955, tabled Thursday, 
"March 1, 1956. : ee 
_ Your Committee held four sittings on that reference, during which it heard 
_ Mr. J. E. Coyne, Governor, Bank of Canada. During its deliberations your 
~ Committee heard a statement from Mr. Coyne on the said report and elicited 
a information from Mr. Coyne on the following matters, namely: 


(a) Recent changes in the Bank Rate. 
(6) Various aspects of the operation and effects of monetary policy. 
(c) The principles, techniques and practices of central banking. 
Your Committee records its appreciation of the assistance and information 


7 which it has received from Mr. Coyne during its deliberations. 


_ A copy of the Minutes of Proceedings and Evidence of the Committee 
relating to the said report of the Bank of Canada is appended hereto. 


John W. G. Hunter, 
Chairman. 
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MINUTES OF PROCEEDINGS 


TUESDAY, June 12, 1956. 


me ~ the Standing Committee on Banking and Commerce met at 11:15 a.m. 
4 this day. The Chairman, Mr. John W. G. Hunter, presided. 


zz Members present: Messrs. Ashbourne, Benidickson, Cameron (Nanaimo), 
_ Carrick, Deslieres, Fleming, Fraser (St. J ohn’s East), Gour (Russell), Huffman, 
_ Hunter, Macnaughton, Michener, Monteith, Pallett, Philpott, Quelch, Richard- 
_ son, Viau, White (Waterloo South). 


- In attendance: Mr. J. E. Coyne, Governor, and Mr. R. W. Lawson, Deputy 3 
3 Chief, Research Department, both of the Bank of Canada. : 

(Note: The Committee, in accordance with its Orders of The Day, first 
_ dealt with a Private Bill, in respect of which verbatim evidence was not 

. recorded). 

 . At 11:50 o’clock a.m. the Committee resumed its consideration of’ the 

Annual Report of the Bank of Canada for the year ended December -31, 1955. 
me Mr. Coyne was further questioned on the operations of the Bank of 


manaday.? ok. 
= The examination of the witness having been concluded, he was thanked 


- and permitted to withdraw. 

. The Committee, in camera, considered a draft “Report to the House’. The 
said draft Report was adopted without amendment. fi 
On motion of Mr. Philpott, seconded by Mr. Macnaughton, the Chairman 
was instructed to present the said Report to the House. 


 . Agreed: That the Committee’s next order of business be the consideration 
= of Bill No. 51, An Act to amend the Small Loans Act; and that the Committee 
meet again on June 19th, if possible, to consider the above-mentioned Bill. 


a At 12:45 o’clock p.m. the Committee adjourned until 11:00 o’clock a.m. 
_ Tuesday, June 19, 1956. 
e E. W. Innes, 

_ . | Acting Clerk of the Committee. 
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EVIDENCE 


JUNE 12, 1956. 
11.00 A.M. 


_ The CHAIRMAN: We are back to the consideration of the report of the 


Bank of Canada for the year ending December 31, 1955. 


As far as Iam concerned this meeting should complete the examination 


_ of this report, unless you have many more questions than I anticipate. In order 
that we have some regularity in the questioning perhaps you would be kind 
enough to let me know. 


Mr. MIcHENER: Mr. Chairman, I would like to ask Mr. Coyne a few ques- 


tions about the relationship of the present interest rate policy with the supply 
of funds for housing and the government’s housing program. I am not sure 
how much of this may have been covered, but I hope Mr. Coyne will indicate 


if I am covering ground that is already covered, because I have not been ‘here 


_ during the entire proceedings. 


By ie ea 


a 


of 
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OP ORG OT 


The first question is a general one. What has been the effect of allowing 


the chartered banks to lend funds on government guaranteed housing mort- 
gages with respect to the other business of the banks? What is their capacity 


to do the business they did exclusively before this new power was given to 
P them? 


_ Mr. J. E. Coyne, Governor, Bank of Canada, called: 


The WITNEss: I do not know if anyone can say what the effect would be, 
or may have been, on their other business any more than you can say what 
Rihe effect of one part of that other business is on any other part of that other 
Business. 


By Mr. Michener: 
Q. Do you have a record of the volume and the amount of money that 


has been lent by the chartered banks under the amendment to the Central 


-Mortgage:and Housing Corporation Act of last year?—-A. Yes, the amount 


So aor, Ror ee ot 


outstanding as of the end of April in respect of insured mortgage loans made 


‘by the chartered banks was $361 million. 


Q. Would it be fair to say that that $361 million, except for the change 


in the act, would have been available for the short- torn credit business that 


the banks do otherwise?—-A. No, I do not think you can say that. I do not 
see how you can arrive at any conclusion on that matter. The banks have 


- various opportunities to make loans and invest their depositors’ money. They 
have a growing volume of savings deposits, at any rate from year to year. 
Their total volume of deposits-is subject to influence by central bank action, 
_ among other factors, and it may rise or it may fall. I myself would not 


think you could say that any one aspect of investment by the banks comes 


out of money that would otherwise be available for some other field. 


Q. But it strikes me that this is entirely new business as far as the 
chartered banks are concerned. They have not lent this type of money before, 
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and here we have $361 million tied up in term loans of a number of years. 
I would think that, other things being equal, the amount of money available 
for the ordinary commercial credit business of the banks would be reduced 
by that amount.—A. I do not think you can follow that through. If they 
had not had this particular field of lending to do, maybe they would not 
have had as much money at their disposal to make loans with.. 


. Q. In other words their capacity to lend may be larger by reason of their 
doing this business?—A. It might be. 

Q. Can you explain how that might be?—A. No, I could not follow it 
through for you from point to point. But, I find that in this field it is very 


s 
Te ee ene ee 


difficult to say what would have happened, other things being equal, because if © 


one thing changed, I do not think you can assume that other things would 
be equal. 

Q. Can you tell me the proportion of the banks available funds which 
this $361 million represents?—A. Yes. 


Q. The proportion of their loans: as at that time?—A. In the first’ place 
it is about 3 per cent of their total assets. 


~Q. Yes. Now, on that same aspect of money lending, hae the Benes 


developed any means of passing on these guaranteed mortgage loans to other — 


holders?—A. To a limited extent, yes. They have in fact sold some of these 
insured mortgages to other holders. A good example of that would be the 
pension funds with money to invest. This is a feature that was made possible 
by an amendment to the National Housing Act in 1954. It brought in these 
insured mortgages and made it possible for banks to lend money in that way. 
It was also provided that as long as the bank, or whoever was the approved 
lender, continued to service the mortgage, collect the installments and so on, 
the ownership of the mortgage could be passed on to anybody, whether he 
himself were an approved lender in the first place or not. I think there is 
room for a great deal more development along that line, and I hope to see 
it come about before too long. I think progress - As: ‘being made from time to 
time. 


Q@. One other question on a little different aspect of this same matter. Has | 


the restrictive policy of the Bank of Canada that has developed through the 


rising interest rates in the last year had any appreciable effect on operations — 


under the housing act, and has it had a restrictive effect on the operations under 
the housing act. I think that I might bring to your attention a complaint which 


I have received by telegram. I will read this to you before you answer the 4 


question, and you might deal with them both together. This telegram is from 
the Toronto Metropolitan Home Builders’ Association. It bears yesterday’s 
date and is addressed to me. I daresay it was sent to other members as well. 


The CHAIRMAN: I can assure you it was. 
Mr. MICHENER: It reads: 


Desperate situation confronting house building industry through 
lack of mortgage funds. Tight money policy strangling National Housing 


Act and throwing builders into idleness. House building is biggest Cana- 


dian industry and forced inactivity constitute a major threat to overall 


prosperity. Affects thousands in related industries supplying materials, | 
equipment and furnishings as well as on site labour. Demand for houses — 


still strong and reduction of supply will force prices still higher. 


Immediate government action urgently needed to end apparent cross 
purpose policies of Bank of Canada and Central Mortgage and Housing 


Corporation. 


/ 


It is that last part that I would appreciate Mr. Coyne dealing with. 


a Clie iO Hi Ns Be 
he “*é mer > 


BANKING AND COMMERCE 419 


The WITNESS: You started your question, Mr. Michener, by asking whether 


- the restrictive action by the Bank of Canada in raising the interest rates had 


had a restrictive effect on money available for housing. Although I have said 
‘this before, I think I should say it again; I would not understand by the word 
“restrictive”, the kind of policy which the Bank of Canada has followed up 


to date. There has not been a restriction of credit in the sense of reducing the 
‘total amount of credit, or of money for that matter, available. It has gone on 


increasing. There has not been action initiated by the Bank of Canada to raise 


interest rates beyond what they otherwise would have been. What has hap- 


pened, as I see it, is a very rapid increase in the latter part of last year and 
the early part of this year, in the demand for credit. That demand has been 
met in part, but was not met fully at the existing level of interest rates. The 
pressure of that demand and the competition amongst borrowers and would-be 
borrowers has caused interest rates to rise. The Bank of Canada, it is true, 
could have prevented that rise in interest rates by creating an unlimited 
quantity of money, or all that was demanded at a fixed level of interest rates. 
But, without going into that argument, I will assume for the moment that 


‘nobody thinks we should have done that. We did in fact allow some increase : 
in the supply of money by allowing some over-all increase in bank assets. Wel R >" 


raised our own interest rate, that is the bank rate, because ‘otherwise it would \ 
have been the cheapest interest rate on the market, and everybody wanting 
money would have been coming through the appropriate machinery to the 
Bank of Canada for additional supplies of money at that cheapest fixed interest 
rate. That would have frustrated the general policy we were pursuing in 


_ providing some increase, but only a limited increase at any given level of 


interest rate. So, as other interest rates rose, as this demand for money continued 
to grow, we raised our interest rates from time to time also. 


By Mr. Michener: 


Q. Was that the sequence? Was it not rather the other way around? 
—A. No, sir, that was the sequence. It may well be true,—and it is usually 
though not necessarily true—that a rise in the bank rate is followed by some 


still further movement of market rates in the same direction as the rise in 


the bank rate. It does not always happen. There can be differences of opi- — 
nion as to the timing of rises in the bank rate, as to how far it should be 
permitted to get out of line with treasury bill rates, or some other short-term 


interest rate on the market. I would not want to say there was a fixed rela- 


tionship, or that there should be a fixed relationship, but certainly the public 
would conclude from the act of the central bank in raising the bank rate that 
the central bank must have formed the opinion that the demand for money 


was greater than could prudently be provided in full, confirming, in a sense, 


the movement of interest rates in the market. 

Now, if at a time when not only is there a rapid physical growth going on, 
as fast as the country can accommodate, there is still further growth in the 
demand for money, excessive growth, competition for that money will not 
only cause a rise in the interest rates, but will also mean that some would be 
borrowers do not get all they want. This can also happen at a time when 
there is not any over-all surplus of demand, but simply a change in the situa- 
tion and a charge in the views of lenders as to the fields of investment in 
which they feel it best to make money available in large quantities. You 


___ the demands for money for housing. I do not think that you can attribute a 
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might have very easily, therefore, a change in the supply of money available — 
for housing, just as you most certainly do have changes from time to time in | 


- change in the supply of money in any one industry whether it be housing, 
textile production, newsprint, or anything else Rio can think of, to any specific 
overall action-of the central bank. © 

@. I am concerned about housing alone in this question and it seems to - : 
‘me that the banks as one source of money for housing building under the 2 
Housing Act has definitely reversed their policies in the last while, and what : 
I am trying to discover is whether there is any relationship between that action — 
and action taken by the central bank?—A. If we made unlimited quantities of 
_ money available, then the banks would have great difficulty in providing suffi- 
‘cient outlets for it, and we would have inflation in this country. 

Q. If the bank discount rate had not been raised the last half per cent? 
—A. Yes. 

@. You would expect the banks to be drawing more on the central bank 
and to have more money available for all their purposes including guaranteed 
building loans?—-A. That is right. If we had kept the bank rate down instead 
of making the last quarter per cent move in April, then you would have to 
provide sufficient increases for the cash reserves of the banking system, more 
money, so that all interest rates would be lower than they are now. 

Q. But you raised the rate for some other purpose?—-A. We raised the 
rate because we followed the policy of exercising some limit on the increase 
in the money supply. p 

@. The indirect effect of that. or the undesirable effect of that, was to | 
. restrict to some extent or to limit to some extent the amount of money available 
for housing loans?—A. I do not know if it had that effect or not; but itisa 
fact that in respect of the chartered banks’ activities in the field of mortgage 
' lending, some of them quite clearly decided that they are going to lend less 
money this year than they did last year, but that is not true of all of them. . 

@. No; it varies with some of them.—A. I can think of at least one bank 
which is lending more money this year than it lent iast year. Some of them 
are continuing to lend to private home owners, to people who want to build 
a new house, but they are rather less anxious to make loans to builders for 
large speculative projects, for unsold houses. If a builder has a project for — 
which he has a buyer in advance, that no doubt qualifies him for an owner 
loan, and he would be able to get finances from the banks. And it may well 
turn out to be the case that the banks as a whole will make a smaller quantity ~ 
in loans this year than last year. I do not know what the position will be when 
the year is over. , 

-As far as the total mortgage market is concerned, the amount of money 
being put up is still running at a fair rate, influenced by various things, in- — 
cluding the interest rates available on other kinds of loans. The banks are of i 
course only one element in the total supply of mortgage money. The life > 
insurance companies, if anything, are lending more money this year than last 
x 
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year for mortgages of all kinds. 7 

Q. On account of the higher rate?—A. I do not know why, but they are 
active lenders on housing mortgages this year. Each year the life insurance 
companies have more money at their disposal to lend; and outside the field of © 
the National Housing Act there may well be a revival of interest on the part 
of these and other lenders in the field of conventional mortgages. 
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Q. So that one at the broad field of credit available for housing, it is 


P “your conclusion that the policy followed by the Bank of Canada is not likely to 
- curtail the amount of house building?—-A. No, I cannot say that. I do not 


know what, in fact, will happen, what will be the exact division among the 


borrowers, among all industry, of funds that are available from all sources 


in the course of the year. I do not think that the policy of the central bank 
should be directed towards any particular allocation of financial resources. 
I think that it is the obligation of the central bank to confine its activities 


to the over-all situation. 


Q. So if a curtailment of housing -were the necessary consequence of the 
policy followed by the bank, your position would be that the bank policy has 


to be concerned with the development of the whole economic situation?—A. If | ' 
curtailment of house building came about from any cause whatever it would | 
be a matter of concern to the building industry and perhaps to other | 


authorities; but it would not be something affecting the central bank, or over | 


which it could exercise any direct influence. 
Q. According to the minister’s statement in the house it is anticipated that 


- housing and construction will proceed at the very high rate which was obtained 
— last year; but this communication from people in the business would indicate 


that it is not taking place, and that the lack of credit for that kind of Mee var 
is the problem.—A. That may be the case. 


By Mr. Quelch: 

Q. Before hearing that question, and with pecunek to the discussion we 
had on the agreement between the Bank of Canada and the chartered banks 
to limit term loans, has this agreement had a tendency to curtail loans for 
buildings?—-A. No, I do not think so. If I could agree that making more money 


available in one area necessarily makes less in another—to which I do not | 


agree—then I would say that the restriction on term loans to industry would 
make more money available for housing and for other purposes, but I would 
not want to make that connection. 

Q. The policy of the Bank of Canada will influence foreign investments, 
will it not, to some degree? I was wondering; what you consider to be the 
desirable level of foreign investments in Canada? .What yardstick do you 
use in considering whether foreign investment should be increased or decreased. 


You must have some yardstick you can judge it by.—A. Not directly; we do 


not say that increasing or decreasing foreign investments is our business. If 
we find that the demand for money in Canada is greater than the savings that 
the Canadian community can provide, then interest rates will undoubtedly 


rise in Canada and that will tend to attract foreign money, and to encourage 
Canadians to go abroad to borrow money, and it will tend to encourage 


foreigners to take the initiative in looking for investments in Canada, or 
increasing investments which they already have here. But I do not think 
that the central bank considers it within its sphere of operations to encourage 
or discourage foreign investment as such. What we want to encourage under 
our statute is the maintenance of the health of the overall economy, the 
maximum rate of economic growth that can be sustained without inflation or 


- periods of recession. That is the direction in which we are working now, 


and we do everything we can to bring it about. 

Q. On the other hand, you can and you do influence the interest rate; 
and if the interest rate rises there is a tendency to have more foreign invest- 
ment in Canada?—A. We could prevent a rise in interest rates by increasing 
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the supply of money in Canada and this could lead us into domestic inflation 


in Canada, a rise in imports, a falling off in exports, and a depreciation of the | 


Canadian dollar. These things might encourage or discourage foreign invest- 
ments; I do not know just how it would work out. 


Q. Having that point in mind, when the interest rate rises and there 
is an increase in foreign investments, the premium on the Canadian dollar 
goes up, it makes it much harder for an exporter to compete with other 
countries.—A. The fact that there is a very strong demand for goods as well 
as money in Canada means that you have rising imports. You also have 
rising interest rates and an inflow of money from abroad, and the money 
flowing in is used to pay for these rising imports. This is what has been 
happening. The movement in the interest rate has been gradual, and I do 
not know whether it will continue or not. 


Q. Foreign investments in Canada to a large extent are a counterpart. 


of your imbalance of trade, is it not true?—A. Yes. 


Q. We hear a lot about it. —A. It is not true in all countries, however. 
Some countries have an imbalance of trade which is not matched by foreign 
investment, and they have to use their own reserves or other foreign assets 
in order to continue to pay for those imports. 


Q. We hear a lot of talk about non-residential control in Canada and in 


the Canadian international investment position. In 1954 non-residential con- 


trol of industry was—in manufacturing, 47 per cent; in mining 75 per cent; 
and so on. Does that not give you some concern?—A. It does not offer any 
field in which I can take monetary action to have any influence on that 
situation. : 


Q. In regard to agriculture it has been often said that we have an agricul- 
tural depression in the midst of an industrial boom which I think to a 
certain extent is true, at least in regard to the wheat farmer. We have 
in recent years lost agricultural markets in Europe and at the present time 
we are largely using our favourable balance of trade in Europe for the 
purpose of financing our deficit with the United States; that has made it much 
harder to sell agricultural products in Europe. Instead of making dollars 
available to Europe with which to buy agricultural goods, we have used those 
dollars to pay our deficits with the United States.——A. I do not think the 
supply of dollars in European hands has been any impediment to. their buying 
agricultural goods from Canada, at any rate in recent years. I say that on 
two grounds: first, they are buying agricultural goods from Canada in con- 
siderable volume, and secondly, their supply of dollars has been rising for 
several years with one or two exceptions. 


@. Mr. Towers always said that; but on the other hand, we are continually 


having British officials come over here and say that if Canada would buy more 
from Britain, then Britain would buy more from us. 


Mr. James S. Duncan, president of Massey-Harris-Ferguson Limited, and | 


chairman of the Dollar-Sterling Trade Council had this to say: 


Basically the reason our exports to the United Kingdom have not 


grown is that Britain’s ability to purchase from us has been limited by 


her dollar shortage. Since the end of the war, Britain has been unable 


to earn a sufficient amount of dollars, directly or indirectly, to pay for | 
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imports from dollar countries up to the limit of her domestic demand. 
Therefore she has applied various import prohibitions quotas and other 
restrictions on dollar imports in order to maintain external solvency. 
While many of these restrictions, especially on primary products, have 
been removed as the sterling dollar situation has. improved, we are 
very far, even ten years after the war, from having free access to the 
British market or other sterling markets. 

It is important to recognize that British restrictions on imports from 
Canada have arisen from the limitations on Britain’s dollar resources and. 
not from any desire to discriminate against Canadian goods. 


And he points out that there are many British goods which we need in 
- this country that we could purchase from Britain.—A. I am very surprised that 
Canadian businessmen and consumers are not purchasing these goods, if they 
are available at reasonable prices, and I am surprised that the British producers 
of those goods are not pushing their sales actively in Canada. I think you will 
find that in general there has been full employment in all of western Europe 
for years, and in fact that they have had a certain amount of inflation in most © 
of those countries. Their domestic consumption has gone up a great deal and 
their exports have tended to go to soft currency. countries who were also 
suffering from domestic inflation and were willing to pay almost any price 
for goods from Europe. To a very large extent it is because of these condi- 
tions that European exports to North America, and particularly to Canada, 
have not grown as people would like to see them grow. 


There is a difference between the sale of goods in Canada and the cate of 
goods in the United States. To get into the United States they have to 
surmount the American tariffs which makes it very difficult for them to com- 
pete with American goods in the United States. In connection with Canada it 
is true they encounter the Canadian tariff and to that extent they are handi- 
capped in selling their goods in competition with Canadian goods, but they are 
not handicapped in competing with United States businessmen in selling their 
goods in Canada. In spite of this fact the sale of American goods in Canada has 
grown much faster than the sale of British and European goods in Canada, 


By Mr. Cameron (Nanaimo): 


-Q. That would be accounted for by the fact that a great many of our 
distributing firms in Canada are connected with American firms.—A. That 
could account for it, and there is also a psychological reason in that people get 
used to a certain type of goods, and that means there is a selling job to be done 


: ; _ before they will try something different. 


By Mr. Quelch: 


Q. We used to look upon our tourist trade as a source of dollars, but today 
it seems to be working the other way and we are losing dollars on it; in other 
words, Canadians who go to the United States spend more money on goods 
there than do the Americans who come to Canada. The Americans tend to 
spend more money on hotels and food. Is not the reason that our price level 
is higher than that of the United States?—-A. I think the main reason for it 
is that they are more of a develop country, a manufacturing country, while we 
are more of a primary industry country, including secondary industries which 
are only one stage removed from primary, such as the production of pulp and 
paper, the production of metals but not the fabrication of those metals, and so 
on. Thus Canadians buy many manufactured goods from abroad, either when 
travelling abroad or when staying at home in Canada. 
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Q@. I have been told by people who sell to the tourist trade that up until 
quite recently we had a good sale for English china and woollens to Americans, 
but that is no longer true because today Americans are able to buy British 
china and woollens in the United States cheaper than they can buy them here. 


—A. I have not heard that, It used to be the other way around because in = 


the United States they had to pay the American tariff but if they came to 
Canada, the tourist could take back a certain amount of goods without having 


to pay the American tariff, and the fact that the Canadian faris was lower 


than the American tariff. 


Q. If we could cut down on the sales tax, would it not help?—A. If we 
could find a way in which goods could come in from abroad and then be re- 


exported and would not have to pay the sales tax, that would help, such as © 


having goods from abroad go into a customs warehouse in bond to be sent 
out again. 


Mr. CAMERON ( Nanaimo): They do that in Britain I believe. If you pur- 


chase goods in British which are to be shipped abroad, you do not have to 


_pay the purchase tax if they are to be taken out of the country. 


The WITNESS: But in the case of our own products, the sales tax applies 
at an earlier stage. 


_ The CHAIRMAN: Are you through, Mr. Quelch? 
Mr. QUELCH: Yes. 


By Mr. Monteith: 


@. Mr. Coyne said that if they had allowed all the money that was desired, 
we would have roaring inflation. Could I ask him this question: who makes 


the decision as to how much money is allowed? Is it you or the board, or is 
it done by consultation with the Department of Finance, or how is the deci- 
sion made as to when there is sufficient?—-A. As I explained in earlier sessions 
of this committee in every operation where we undertake to buy and sell bonds 
or treasury bills in the market we have an influence one way or the other on 
the money supply. We have to be governed by many considerations from day 
to. day as to how we operate. You cannot arrive at some abstract formula 
or mathematical formula to suggest how much money there should be in any 
given situation with any particular definition of money. We have to take 
into account the general state of the economy, whether there is unemployment 
or relatively full employment, or whether things seem to be expanding or 
contracting, and what is happening in the foreign exchange market in so far 
as that is a symptom of the general state of the economy. We also have to 

take very much into account the supply and demand for credit as we see it 
reflected in the market in the operations which take place in all fields of 
finance, and the movements of interest rates. At some point when demand 
for money is growing under conditions of already full employment, people 


will find that they cannot borrow money elsewhere at existing rates of interest — 


and those who have access to the central bank will see if they can borrow it 
from us. If they come to us for money it means that they are coming to us 
as a place of last resort and cannot get it elsewhere, but they can get it else- 


where if there is a rise in interest rates. An increase in the supply of bank | 


cash, cash reserves in the chartered banks, may or may not be necessary in 


order that the availability of money may be increased because there may be » 
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large quantities of deposits in a very inactive condition which would be render- 
ed active if the owners of those deposits can be induced to lend them, as they 


will be if interest rates rise. The kind of decisions which we have to make 
vary with the circumstances, and they really have to be taken every day 


although the attitudes which we have do not vary quite as frequently as that. 


only meets four or five times a year and would not normally expect to be 
in a position to deal with the intricacies of daily operations of monetary policy. 


Under the statute: the governor is the man who really has to accept full re- 


sponsibility. He is described as the chief executive officer, and is responsible 
for the management of the bank except in so far as matters are reserved to 
the board of directors. I have of course very highly qualified assistance with- 
out whom I could not operate. | 


Q. I was wondering if there was continuous or periodic consultation with 
the Department of Finance in some of these decisions at which you arrive?— 
A. Yes, consultation and discussion, certainly. The Deputy Minister of Finance 
is a member of the board of directors and a member of the executive com- 


mittee which meets once a week although he does not have a vote. That 


provision was put in the statute to emphasize that the responsibility is on 
the bank itself for what it does within its proper sphere of operations. Both 
in our own technical sphere and in considering all manner of economic ques- 


tions, the officers of the bank are in close touch with the officers of the 


Department of Finance at very frequent intervals. We try to keep ourselves 
as fully informed as we can. No amount of consultation, discussion, and 
exchange of views, alters the fact that the bank is Keunbreoe for what it 
does in the fields where the statute says it is responsible. 

Q. I can appreciate that but did you consult with the Department of 
Finance before this recent increase of half a per cent in the discount rate?— 


A. I am not quite sure that consultation is the right word, but if it is I did 


consult with the Department of Finance on all occasions when the bank rate 
was to be changed. Occasions may arise when there may not be time, when 
immediate action has to be taken, and when easy consultation with the 
Department of Finance would mean consultation with the deputy minister 
or somebody else in the department other than the minister of finance. 


Q. You mentioned a moment ago about investments. The statistics suggest 


that if the percentage of cash reserves is greater, then there is less money to 


loan. Is that correct?—A. Any individual bank making a loan, knows that 
it is going to lose cash when that loan is spent by the borrower. 

Q. Would you say that again?—-A. Any individual bank considering whether 
to make a loan knows that it is going to lose cash. It knows that it is going to 
lose cash. It knows that it is going to have cash withdrawn from it when that 
money is spent because the borrower will spend it in various places. A few of 
the people who receive the money may bank with the lending bank but the 
majority will bank with other banks and that will cause the deposits of the 
lending bank to decline. As far as any individual bank is concerned, its lending 
power is determined by the state of its cash at any given moment. But, within 
its total, it can reduce one loan and increase another. It can sell government 
bonds and make a loan or it can sell some other investment which it has and 
make a loan. 

Q. As I understand it, the statute had called for a rate of 5 per cent reserve. 
—A. Before 1954, yes. 

Q. And it was raised to 8 at that time?—A. Yes. 

Q. In actual practice it was usual for the banks to have around 10 per cent: 
—A. They had to have by statute 5 per cent every day—not to go below it. 
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These matters do come up for discussion at our board meetings, but our board | *  ~ 
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- That 5 per cent was frozen and could never be used. In practice they kept a 
further 5 per cent which was available and in the average it worked out at 10 
per cent over-all. The change in the act was to say that there will not be an 
absolute minimum any more but instead an average minimum which will be 8 
per cent. That 8 per cent applies to the average of all the banking days in the 
month and a bank could, theoretically, allow its cash to go to zero for a few days 
in a month but in practice it would never do that. I do not think that any bank 
has gone below 6 per cent. For all the days of the month the ot hes must be not 
less than 8 per cent. 


By Mr. Quelch: 


Q. That made it possible for them to expand their loans?—A. Yes. They: 


found they had more cash under the old system than was needed under the new 
system and they chose to invest it. Different banks operated differently. 


Q. Was that largely the basis for the financing under the National Housing | 


Act?—-A. I would not say that. It played its part in the total expansion of bank 
loans and investments of all kinds that went on from July of 1954 to June of 
1955 or a little later. . 

Q. At that time I think Mr. Atkinson suggested that it might be impossible 
for banks to loan very much on housing; but apparently they did not have any 
great difficulty.—A. It came at a time when other opportunities for loans were 
not very great. There was a very great demand for housing loans and appar- 
ently they found it possible to go in for them on quite ‘a large scale. 


By Mr. Monteith: 

Q. Since 1954 that average of 10 per cent has been more or less an adopted 
figure? Following the 1954 revision of the Bank met that 10 per cent average 
has been the average?—-A. No, 8 per cent. | 

Q. 8 per cent was required.—A. After the change in the act, over a Hes of 


about 12 months banks brought their cash reserve ratio down to close to 8 per — 


cent from the previous level of 10 per cent or more. Some banks got there very 
quickly and others took a longer time to reach it. 

Q. As of last autumn, was there another change in the rate—not according 
to the act but according to practice?—-A. No. This was something which we 
weat into at some length earlier. : 

Q. I am sorry. I will check on the previous evidence. 


By Mr. Michener: 

Q. Looking at page 14 of the report, I suppose the item which represents 
the housing loans is construction $278 million?—A. No. Those are bank loans 
to contractors, which are going on right now in the ordinary way. 

Q. Where do the ones for housing appear?—-A. They do not appear there in 
that table at all but on another table, Mr. Michener, on page 6 where all kinds 


of bank assets are set forth. You will find that all insured mortgages at the end 


of 1954 amounted to $74 million, and it shows the increase every quarter until 
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there was $294 million outstanding at the end of 1955. AsI said earlier, there 


was $361 million outstanding at the end of April of 1956. 
Q. Does the Bank of Canada exercise any supervision over the chartered 


banks with respect to the proportion of the funds they have. in the carenk 4 


categories? —A. No. 
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Q@. Or even make suggestions from time to time?—A. No. 

Q@. It is a matter of their own concern?—A. With the exception of the 
matter of term loans in large amounts which was dealt with in my annual 
report. 


By Mr. Pallett: 


@. It has come to my attention recently that the municipal corporations 
have been able to find a more satisfactory market for their bonds in the 
United States than Here at a lower rate of interest. Is there any explanation 
_ for that?—A. Yes. It is that in Canada they are part of an environment in 
. which a great many people want to borrow money and interest rates here are 
* higher than in the United States. In the latter part of 1955 and the early 

part of 1956 more and more Canadian debtors were seeing whether they could 

borrow in the United States or in some other country and there has been some 

of that done by municipalities. It is a question of the interest rate really. They’ 

have to decide whether the advantage in the interest rate outweighs the risk 

they take in taking on United States dollar obligations instead of Canadian 
-_ dollar obligations. . ; 

Q@. At the present time with the deficit trade balance, is there any risk 
that the gamble that they take may be fairly high?—-A. There is always a 
risk. I-do not think that I had better say anything more than that. 
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By Mr. Michener: 


Q. This is quite unrelated. I notice the exchange rate dropped yesterday. 
It dropped ;-. At the same time the short-term movement in the exchange 
rate, like that one, is quite substantial. To what would you attribute that? 
—A. First of all, that degree of movement which you mentioned was spread 
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‘ over a period of some days. It is the inter-play of all the figures of supply 
- and demand in a very large market. There is all the money coming in from 
- exports and all the money being spent to pay for imports, and also, of course, 


_ very large capital movements. I think the rate has really been remarkably 
stable and that we have an effective market. There must be some very sub- 
stantial capital movements, when you consider the adverse balance of trade 
with the United States and the demand for money on the part of Canadians, 
- to put the Canadian dollar at a premium for the last few weeks. The capital 
movement in the last few months has been at least equal to or at times greater 
than the deficit in the tradé balance. The deficit in the trade balance precedes 
a bit the demand for foreign funds because. there may be a rise in imports 
in one month which may not have to be paid for for a few months. 
2 Q. Our supply of gold and dollars has been depleted during the past 
*  year?—-A. Not so much. It did go down last year while the Canadian dollar 
. was depreciating and then there was the retirement of a Government of 
- Canada U,S. pay issue in January of this year. But on the whole there has 
% been very little fluctuation in our exchange reserves for the last three or 
‘ four years. 
! @. There has been an increase in the amount of gold held in the reserves? 

—A. No. I think the percentage held in gold is roughly the same as it has 
| been for some time. 
- @. I do not know whether anyone asked Mr. Coyne about gold?—A. There 
were some questions on that. subject. 

Q@. I will not open it at this late date. 

The CHAIRMAN: If there are no further questions we will now meet to 
consider our report. 
i. I would like to thank Mr. Coyne very much for his courtesy in appearing 
: here and clarity in the answers to the questions. 


; The committee proceeded to consider its report. 
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MINUTES OF PROCEEDINGS 


-'Tuurspay, June 28, 1956. 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 
a.m. this day, Mr. John W. G. Hunter, the Chairman, presiding. 


Members present: Messrs. Ashbourne, Bell, Benidickson, Cameron 
(Nanaimo), Carrick, Crestohl, Deslieres, Fairey, Fleming, Fraser (St. John’s © 
East), Fulton, Hanna, Hollingworth, Huffman, Hunter, Low, Michener, Monteith, 
Pallett, Rouleau, Thatcher and Weaver. 


In attendance: Messrs. K. RB. MacGregor, Superintendent of Insurance; R. 
Humphrys, Chief Actuary; and H. A. Urquhart, Administrative Officer; all of 
the Department of Insurance; and representatives of certain Small Loan 
Companies and interested organizations. 


The Committee reverted to Bill 51, An Act to amend the Small Loans Act. 


‘Mr. MacGregor was called; he read a statement on the Small Loans Act, 
copies of which were distributed to the Committee, and answered questions 
thereon. He tabled nine statistical tables which the Committee agreed be printed 

as Appendices “A” to “I” to this day’s Minutes of Proceedings and Evidence. 


The Committee agreed that, following the hearing of Mr. MacGregor, it 
would next hear Mr. F. P. Varcoe, Deputy Minister of Justice, on the constitu- 
tional aspects of the legislation, and, thereafter, hear representations from 
and ask questions of officials of interested companies and organizations. 


At 1.00 o’clock p.m., the Committee adjourned until 11.00 o’clock a.m. on 
Tuesday, July 3, 1956. 


Eric H. Jones, 
Clerk of the Committee. 
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: EVIDENCE 


Thursday, 
JUNE 28, 1956 
11 A.M. 


The CHAIRMAN: Gentlemen, we have a quorum. We have under considera- 
tion today Bill 51, to amend the Small Loans Act. The first witness, proposed 


_ by the steering committee and approved by the committee, is Mr. K. R. 


MacGregor. 


Mr. K. R. MacGregor, Superintendent of Insurance, called. 


The CHAIRMAN: As you all know, Mr. MacGregor is Superintendent of 
Insurance and also has under his control the administration of the Small Loans 
Act and the loan companies registered under it. 


The WITNESS: Mr. Chairman and hon. members: I thought that the best way 
I could assist the committee in studying the subject of small loans—at least at 
the outset—would be by giving a brief synopsis of the history of the Small 
Loans Act and of the experience under it since it was passed in 1939.. 

As a good many figures are involved I have therefore prepared some notes 
and some tables which the clerk has placed in your hands. If it is the wish of 
the committee I shall now proceed to outline the story. 


Mr. FLEMING: Mr. Chairman, is it going to be feasible to put these tables on 
our record? 


The CHAIRMAN: I think everything produced will go on the record. Gentle- 
men, I think we are going to have to adopt a different procedure here than we 
normally have. It is normal to allow a witness to complete his presentation and 
then to question him. But this is obviously going to be a very long presentation 
and I think it would be better for members to clear up any misunderstandings 
or doubts as we go along, provided that we stick to the question and not get 
off on a thousand byways. So if you have any questions to ask, you may ask 
them as we go along. 


Mr. MICHENER: That will not prejudice our asking questions at the end, will 
i. Me. Chairman? 

The CHAIRMAN: No. That will not prejudice your asking questions at the 
end. 

The WITNESS: The practice of money-lending on personal security is of 
such long standing that one might suppose that all problems and questions 
concerning it would have long since been settled. However, its social and 
economic aspects are so broad that complete settlement will probably never be 
reached. This practice, which had its origin centuries ago in simple and diverse 
Ways, has now grown into a well-organized and well-established industry. 
But changing times bring changed conditions and the principal change recently 


has been the increasing number of borrowers seeking ever larger loans. At 


the same time, there has been an obvious reluctance on the part of lenders to 
reduce the scale of charges for the larger loans. The small loans business is, in 
fact, no longer small—it has become a multi-million dollar business with some 
lenders having branches spread across the country comparable in number with 
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the chartered banks and large chain stores. Experience has demonstrated that 
some persons must borrow sometimes, that other persons will borrow whether 
necessary or not, that other credit facilities have not been sufficiently broad to 
meet the borrowing desires of society, and that a regulated small loans industry 
is far preferable to unregulated lending on personal security. 


It may not be necessary but it may nevertheless be of some value to review 


briefly the background of this particular kind of business in Canada before 
dealing with the present situation and the bill now before the committee. 


In Canada, the earliest legislation relating to interest, usury and money- 
lending was the Act 17 Geo. III, 1777, Cap. III, being an Ordinance for ascertain- 
ing damages on protested Bills of Exchange and fixing the rate of interest in the 
province of Quebec. Section V of this act fixed the maximum rate at 6 per cent 
per annum for all contracts, the imposition of a higher rate resulting in voidance 
of the contract as well as other severe penalties. 


A similar provision was included in an act passed in Upper Canada in 
1811, 51 Geo. III, Cap. IX. 


In 1853, both of the foregoing provisions were repealed by the Act 16 Vict. 
c. LXXX of the legislature of the former province of Canada. This act, 
~ although less severe in some respects, contained a provision that every contract 
shall be void so far, and so far only, as relates to any excess of 
interest thereby made payable above the rate of six pounds for the 
forbearance of one hundred pounds for a year, and the said rate of 
six per cent interest, or such lower rate of interest as may have been 
agreed upon, shall be allowed and recovered in all cases where it is 
the agreement of the parties that interest shall be paid. 


A later act in 1858, 22 Vict. c. LXXXV, authorized the contracting parties 
to agree upon any rate of interest but fixed 6 per cent as the interest payable 
where no rate was stipulated by the parties or by the law. This was the 
origin of present sections 2 and 3 of the Interest Act. 


By section 91 of the B.N.A. Act, the subject of interest was specifically 


allocated to the dominion. Several acts were consequently passed by parlia- 


ment in 1873 (chapter 70, relating to interest in the provinces of Ontario and 
Quebec and chapter 71 relating to Nova Scotia), 1875 (chapter 18, relating to 
New Brunswick), 1880 (chapter 42, relating to interest on mortgages), and 
1886 (chapter 44, relating to British Columbia), which, together with certain 
provisions of the acts of Prince Edward Island of 1869, were consolidated in 
chapter 127 of the Revised Statutes of 1886, an act respecting interest. 

In 1897, a bill was introduced by Sir Oliver Mowat providing that where 
the rate of interest under any contract exceeded 8 per cent per annum the 
court should have discretion to declare the contract unenforceable. The bill 
was designed to prevent abuses such as a case cited where interest at 5 per 
cent per day had been provided for and judgment for recovery obtained. 
‘The bill was drastically revised in committee and emerged as chapter 8 of 
the statutes of 1897, which contains the originals of sections 4 and 5 of the 
present Interest Act, namely, a provision that only 5 per cent per annum can 
be recovered under a contract providing for interest at shorter intervals than 
yearly unless the contract expressly states the yearly equivalent of the periodi- 
cal rate, and a provision for the recovery of any excess interest paid. 


Up to this point, the legislation was not specifically framed for the protec- 


tion of small borrowers on personal security and was inadequate for this 
purpose. Nevertheless it was known that.unduly high rates were being charged 
on personal loans and the situation was generally unsatisfactory. At the 
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session of parliament in 1899 Senator Dandurand introduced a bill entitled an . 


act respecting usury, which fixed a limit of 20 per cent per annum on any 
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loan. In discussion in committee, the bill was amended to apply only to loans 
of $500 or less. Its application was also limited to loans by a “money lender’’, 
who was defined as one 


Who carries on the business of money lending or advertises or 
announces himself, or holds himself out in any way, as carrying on 
that business and makes a practice of lending money at a higher rate 
than ten per centum per annum, but does not include a pawn broker 
as such. 


This definition may be regarded as the original of the definition of “money 
lender” in section 2 of the present Money-Lenders Act. This bill was not 
enacted in 1899 but was revived and passed, with certain amendments, as 
the Money-Lenders Act in 1906, the maximum of 20 per cent per annum being 
unfortunately replaced by the rather ambiguous and uncertain references to ~ 
12 per cent found in sections 6 and 7. 


It might be interesting to observe here that the Money-Lenders Act in 
Great Britain came into existence in 1900 following intensive study in the 
immediately preceding years and the credit union movement on this continent 
also had its birth during this period. The first Caisse Populaire was founded 
by Alphonse Desjardins at Levis, Quebec, in 1900, partly because of the high 
interest rates then prevailing on small loans and partly because of the lack 
of facilities for obtaining them at any price. Mr. Desjardins was at one time 
a parliamentary reporter and his brother was for several years Deputy Minister 
of Public Works. 


The Money-Lenders Act was conceived in good intentions but over the 
years proved to be quite ineffective. Its main defect lay in the fact that 
“interest” was not defined and could not be held to include ancillary expenses, 
especially in view of the conflicting references to 12 per cent for interest alone 
in section 6 and to 12 per cent for both interest and expenses in section 7. 
Other reasons for its ineffectiveness were that no licensing or supervision of 
money-lenders was required, no one was charged with the responsibility of 
enforcing its terms, and borrowers were reluctant to incur the publicity and 
expenses of taking remedial action themselves. 

The result was that even though the Interest Act had been on the statute 
books in one form or another since before confederation and the Money- 
Lenders Act since 1906, the business of money-lending in Canada was for all 
practical purposes unregulated during the first quarter, or more, of the present 
century. Sporadic evidence of exorbitant charges began to appear more 
frequently and complaints multiplied. Much began to be heard of the “loan 
shark” in the daily press, magazines, moving pictures, etc. One or two 
dominion companies incorporated under the Companies Act were in the field 
but the great bulk of the business was carried on by provincially-incorporated 
companies, partnerships and individuals. Annual statements were not generally 
required to be published or filed; hence it was practically impossible to deter- 
mine how many lenders were operating or the extent or nature of their 


operations. 


Conditions in the personal loan field in the U.S.A. had likenaee been 
unsatisfactory during the early part of this century but even before the first 
great war the Russell Sage Foundation had begun its work in an effort to find 
a solution to the problem of the necessitous borrower lacking the customary 
forms of security acceptable to banks, etc, The earliest attempts to solve the 
problem through loans made available by philanthropic agencies and the 
remedial loan societies proved inadequate and the conclusion was soon reached 
that the best solution would be by way of legislation specifically designed for 
this particular kind of business, legislation that would authorize adequate 
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charges to assure the necessary facilities yet be the fairest possible to bor- 
rowers. This conclusion led to the drafting of a model bill in 1916 that sub- 
sequently became known as the Uniform Small Loan Law, including’ the 
requirement that interest and charges should be expressed as an all-inclusive 
rate per month not exceeding a stipulated maximum percentage of the balance 
of the loan outstanding from time to time, provision for licensing and super- 
vision of lenders by the state and for severe penalties for infractions of the 
law. This Uniform Law was enacted in substantially the same form, but with 
various maximum rates, by one state after another so that at the present time 
such laws are in force in nearly every state. 

In Canada, it may be said that regulation began in a limited way in 1928 
with the ees poration of the first so-called small loans company, the Central 
Finance Corporation (now the Household Finance Corporation of Canada), 
by a special act of parliament (chapter 77). This Act authorized the company 
to lend on personal security, subject to maximum charges as follows: 


Interest— 


(i) Loans up to $500, 6 per cent per annum in advance 
(ii) Loans over $500, 7 per cent per annum in advance 


< 


Expenses— 


(i) Loans up to $100, 1 per dant per annum in advance 
(ii) Loans of $100 to $300, 14 per cent per annum in advance 
(iii) Loans over $300, 2 per cent per annum in advance 


Since all of these charges could be deducted in advance, the actual nominal 
annual rate was about double the apparent rate, being roughly 14 per cent for 
a loan of $100 and 16 per cent for a loan of $500. As there was no general 
act in force at that time providing for supervision of companies of this kind, 
the Central Finance Corporation was made subject to the Loan Companies Act, 


with certain exceptions, and the power to take money from the public either 


on deposit or by the sale of debentures was withheld. 


By Mr. Fleming: 


@. I should like to ask Mr. MacGregor about the figures at the bottom 
of page 5, indicating that the expense allowance increased with the size of 
the loan. What was the theory back of the increase in the percentage with the 
size of the loan? Our ideas usually go the other way, do they not?—A. I think 
that is quite right. The principle generally recognized today is that the 
relative burden of charges should decrease as the size of the loan increases. 
The theory must have been that it took more time and trouble to investigate 
the larger loans, but I cannot be sure. 

Within the year following incorporation, the company claimed that it 
could not operate on the scale of charges in its act and in 1929 sought and 
obtained amendments authorizing charges of 7 per cent and 2 per cent in 
advance for interest and expenses, respectively, on all loans plus, in the case 
of a loan secured by a chattel mortgage, ‘‘an additional sum equal to the 
legal and other actual expenses disbursed by the company in connection with 
such loan but not exceeding the sum of ten dollars’’. Obviously, the allowance 
of $10 for chattel mortgages provided a very much larger percentage margin 


on the smaller loans and when the maximum permissible charges of all kinds 


were levied, the equivalent effective monthly rate varied from 5-71 per cent 
for a $50 loan repayable in twelve equal monthly instalments to 1-84 per 
cent for a similar $500 loan. This scale of charges is of special interest because 
it formed the basis of the general pattern followed by this and other similar 
companies for the next ten years, and also because it pointed up some of the 
difficulties of enforcing limitations expressed in this way. 
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In 1930, the second small loans company was incorporated by parliament 
(chapter 68), being the Industrial Loan and Finance. Corporation (now the 
Community Finance Corporation), with essentially the same powers as con- 
tained in the act of Central Finance as amended in 1929. In 1932, control of 
the Central Finance Corporation was acquired by U.S. interests. This was 
followed by the incorporation of a third small loans company in 1933 (chapter 
63), the Discount and Loan Corporation of Canada (now the Personal Finance 
Company of Canada), which was also backed by U.S. interests. The following 


- additional small loans companies have been incorporated by special acts of 
parliament but none except the Canadian Acceptance Company ever organized 


or commenced business: 


Chapter 
No. Year 
The People’s Thrift Corporation .... 80 1928—Expired 
Personal Finance Corporation ..... 69 1934—Expired 


That company, of course, had no connection whatever with the present 
company known as “Personal Finance Company of Canada”’. 


The Small Loan Company of Canada ...... 72 1934—Expired 
Canadian Acceptance Company 32"... .0..'5)...:- 82 1946 
Rinker. Finance; Corpordtiony cvs ules 89 1948—Expired 


The complicated scale of maximum charges in the special acts of the three 
companies transacting business in the early thirties made it very difficult, if 
not impossible, for borrowers to understand the effective rate involved and it 
bore with undue severity on the very small borrower. Another difficulty arose 
through the tendency to charge borrowers the maximum $10 fee for chattel 
mortgages whether disbursements were actually made or not; in one case, a 
sister company was incorporated to which was paid as a “disbursement” the 
entire chattel mortgage fee and expense charge received from the borrower. 
Experience pointed to the desirability of a flat percentage charge monthly on 
the balance of principal outstanding, in place of the complicated scale author- 
ized, and the first step in this direction was taken in 1934 when, by an amend- 
ment to the Loan Companies Act (chapter 56) and overriding ceiling of 2% 
per cent per month was placed on all charges by companies “incorporated or 
authorized by or under any act of the parliament of Canada and having power 
by virtue of any such act to make loans of any nature or kind’. The amend- 
ment thus applied not only to the three special act companies but also to the 
few other dominion companies incorporated by letters patent under the Com- 
panies Act that were engaged in the small loans business. 

The effect of the latter amendment, so far as dominion companies incor- 
porated by letters patent were concerned, was to reduce the maximum charges 
to 24 per cent per month on all loans; and the effect, so far as small loans 
companies were concerned, was to reduce the maximum charges to 23 per cent 
per month on all loans up to $181.20, repayable in twelve equal monthly instal- 
ments, the effective rate for larger loans decreasing gradually to 1:84 per cent 
at $500, as follows: 


Monthly Rate Additional Equivalent 
for Interest Chattel total 
Amount and Expense Mortgage Fee Monthly Rate 
~ Ba OO ae aie eee 11-48% $ 2.76 2° OG 
CELE C10) SO cers. a gene 1-48 pars 200 
AOL Sia cae eta Coty 1-48 8.28 2°50 
1G 58 aed OFM gee ot Sra 1-48 10.00 2°00 
BORO ee ne 1-48 10.00 2-40 
CLLER UU a eu ied Asn 1-48 10.00 2-09 
BOO DO 28 cio Ss Mee eS 1:48 10.00 1493 
MEd le x a eee 1-48 10.00 1-84 
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It will be seen that the effect of the amendment to the Loans Act in 1934 
was primarily to reduce the maximum charge for the smaller loans. 


The situation in the early thirties, therefore, was that dominion companies 
were limited in their charges whereas other lenders were not. Moreover, the 
chattel mortgage fee was authorized only for disbursements actually made and 
one of the three dominion small loans companies was operating mainly in the 
province of Quebec where lending on the security of a chattel mortgage was 
impracticable since the civil code of that province required physical possession 
of the chattels to be taken by the creditor in order that the pledge be effective. 
As a consequence, this company was limited to a charge of 7 per cent for 
interest and 2 per cent for expenses, both in advance, as respects most of its 
business, such charge being equivalent to a monthly rate of only 1:48 per cent. 
This company felt that its position was unfavorable in comparison with the 
other two companies operating mainly in the province of Ontario, but it supple- 
mented its revenue by requiring borrowers to insure their lives to the extent of 
their loans through the agency of the company, the premiums and the com- 
missions being established at relatively high levels. Further questions arose 
concerning the propriety of charging chattel mortgage fees to borrowers again 
when loans were refinanced, and there were complications involving refunds 
when loans were refinanced or prepaid by reason of the fact that charges were 
all deducted in advance. The entire situation continued to be unsatisfactory 
from almost every point of view. 


By 1934, representatives of the small loans companies agreed at a meeting 
in the department that the practice of deducting charges in advance should be 
abandoned in favor of a simple monthly percentage applied to the amount of 
the loan actually made and remaining outstanding from time to time; by this 
time, too, the need for more effective general legislation governing the small 
loans business was becoming more and more apparent. 


The whole subject engaged the attention of parliament practically every 
year during the thirties and was dealt with at each session from 1936 to 1939. 


In 1936, bills to incorporate three new small loans companies (the Domestic 
Finance Corporation, the United Credit Association and the Atlantic Loan and 
Finance Corporation) were introduced but were not proceeded with pending 
further consideration of general legislation. In that year, a special subcommittee 
of the Banking and Commerce Committee of the Senate, to which the three 
private bills had been referred, gave much attention to the whole problem 
and recommended general legislation based on the principle of a flat monthly 
rate on outstanding monthly balances but left the rate to be determined by 
the full committee. That is, the full Banking and Commerce Committee of 
the Senate. The first decision of the latter established the rate of 24 per cent 
per month for loans up to $100 and 2 per cent per month for larger loans. 
However, representatives of certain provincially-incorporated companies con- 
tended that such rates would be insufficient to permit them to continue in 
business. The committee then decided upon a rate of 24 per cent per month on 


loan balances of $300 or less and 1 per cent per month on loan balances above 


$300, payments to be applied first to the repayment of the element bearing 
25 per cent. The following summary compares the rates then permitted by the 


special acts of the three small loans companies with the rates established by 


the committee: 
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: Effective Monthly Rate Permitted by 
Amount of : Special First Second 


Loan Acts Decision Decision 
SO Bas er ile 2°50% 2°50% 2-50% 
A TLRS RO Paras, ji a ene paler 40 2-00 2:50 
2) UY aie ease ile ai a GL ar a 2°09 2-00 2°50 
11S SSH BN oe nay Aree te ae Aanie 1-93 2-00 1:87 
DAS ee ph Sie ay ge a «Oe ie 1-84 2-00: 1°57 


The draft bill with the final rates shown above was recommended to the 
government as a basis for general legislation but no action was taken, one of 
the main reasons being that the proposed rates exceeded the rates then being 
charged for the bulk of the loans made by the three small loans companies. 

Upon reference to the table hon. members will see that the rates finally 
recommended in the right hand column were 2% per cent for loans up to $300, 
in which area most of the loans fell, and by comparison with the rates in the 
second column under the heading “Special Acts” it will be seen that the 
effective maximum rates which might be charged by the three small loan 
companies were considerably lower, being only 2:09 per cent for a $300 loan. 

Perhaps I might mention here that it was at this time, 1936, that the 
Canadian Bank of Commerce inaugurated its personal loan department. 

In 1937, two of the three small loans companies introduced bills mainly 
for the purpose of substituting a more satisfactory scale of charges than they 
had in their special acts. On one bill, a flat rate of 21 per cent per month was 


_ proposed and, in the other, 2 per cent; later in the same session, the 2% per cent 


rate in the former was voluntarily reduced to 2 per cent also. The view of the 


department was that a rate of 2 per cent was appropriate as an upper limit for 


all lenders but this was opposed by the third small loans company and by some 
provincially-incorporated lenders who claimed that they could not operate at 
that level; rates of 3 per cent per month and even 334 per cent, at least for the 
smaller loans, were said to be essential. Both of these bills were reported 
favorably by the Banking and Commerce Committee of the house but no 
further action was taken. The committee gave lengthy consideration to the 
whole problem and the prevailing thought was that the question of appropriate 
general legislation was of paramount importance. 

In 1938, the same two bills were re-introduced but were not dealt with. 
Instead, attention was focussed on the need of general legislation. The Banking 
and Commerce Committee of the house studied the problem for months and 
heard witnesses from all over Canada and several authorities from the U.S.A. 
The committee’s final report No. 14, dated June 1, 1938, was accompanied by a 
draft bill entitled “An act respecting interest on small loans’’. A flat, all- 
inclusive, monthly rate of 2 per cent on outstanding balances was recommended 
and the scope of the bill was limited to loans of $500 or less. The committee’s 
final report compressed in a few pages an excellent summary of the important 
aspects of the entire problem, together with the reasons underlying the rate 
recommended. I respectfully suggest the reading of this report by everyone 
studying the subject of small loans. I would draw attention particularly to the 
stated objective of the committee throughout its deliberations and which was 
emphasized in its report, namely, ‘‘to secure the best procurable rate for the 
borrower’’. | 

Opposition to the bill (mainly to the maximum monthly charge of 2 per 
cent on the part of certain lenders delayed its passage but it was finally enacted 
in substantially the same form in 1939 as ‘The Small Loans Act, 1939”, with 
effect from January 1, 1940, and has stood unchanged up to date. It is probably 
unnecessary to refer now to many of its provisions but perhaps attention might 


'be directed to a few main ones. 
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By Mr. Fleming: 


Q. May I ask one question: in the final paragraph you refer to the 
opposition of certain lenders mainly to the maximum monthly charge of 
2 per cent. Was it your contention that it was too high or too low?—A. Too low! 
They wanted a higher permissible rate. 

Mr. BENIDIcKSON: Mr. Chairman, may we have a ruling from you on 
whether or not questions would be welcomed when the brief. is being read, or 
whether or not we should wait until the witness has finished reading his brief 
and then ask our questions? 


The CHAIRMAN: I have already made a ruling that in view of the length of 
the brief we could have questions as we went along. 


The WITNEss: (1) A “small loans company” is defined to mean a com- 
pany incorporated by special act of parliament and authorized to lend money 
on promissory notes or other personal security and on chattel mortgages. In 
1939 there were three such companies and there are now four. ) 


(2) A “money-lender” is defined to mean any person other than a 
chartered bank who carries on the business of money-lending or advertises 
himself, or holds himself or itself out in any way, as carrying on that business, 
but does not include a registered pawnbroker. Apart from the few small loans 
companies, all other licensees under the act fall in this category, which mainly 
includes provincially-incorporated companies, although there are still a few 
partnerships and individuals who were in business before the act came into 
force. Since then, all new licensees have been companies incorporated either 
by the dominion or a province. If the former, that is, by the dominion, it is 
by way of a special act of parliament; if the latter, that is, by the province, it 
is usually by way of letters patent but at least one province also requires a 
special act of the legislature. 


By Mr. Low: 


Q. Which province requires it?—-A. Manitoba. 


The distinction between a “small loans company” and a “money-lender” 
is thus the method of incorporation, i.e., whether by a special act of parliament 
or otherwise. This distinction is carried through all reports and other data 
published by the department. 


(3) The act requires a lender to be licensed by the minister if it wishes to 
charge more than 12 per cent per annum (equivalent to -95 of 1 per cent per 
month) on a loan of $500 or less. <A “loan” is defined as one in this area 
but the designation ‘small loan” is more usual. If licensed, the maximum 
charge on such a loan is 2 per cent per month for terms up to 15 months; for 
longer terms, the maximum gradually decreases according to the formula 


15 


1 per cent ++ — of 1 per cent, where “‘n” is the term in months. This formula 
n 


permits a maximum monthly charge of 1 15/18ths per cent or 1-83 per cent 
for a term of 18 months, 1-625 per cent for 24 months, 1-50 per cent for 30 
months, and so on, but in practice few, if any, loans of $500 or less are made 
for more than 15 months. In fact, when the act was passed, the usual term | 
was 12 months and although the act permitted the full 2 per cent to be charged 
on loans up to 15 months, it was not envisaged that the latter would become 
the standard term for loans of $500 or less. One of the main justifications 
for a relatively high rate on small loans is their relatively short term; a rate 
that is appropriate for a short-term loan becomes excessive if continued over 
an unduly long term. After expiry of the term of the loan, the act provides’ 
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for a maximum charge of 12 per cent per annum on any instalments unpaid. 
All loans are required to be repaid in approximately equal instalments at 
ntervals of not more than one month each. 

(4) One of the basic and most important principles in the act is that the 
stipulated maximum charge includes all expenses and applies to the principal 
amount of the loan outstanding from time to time. Moreover, charges may not 
be compounded or deducted in advance. In other words, borrowers sign a 
note only for the amount of the loan actually received in cash and pay interest 
precisely on that amount for the actual time they have it, thus avoiding all of 
the problems that arise if charges are imposed when the loan is made and a 
refund of the unearned part is properly due the borrower in the event of 
refinancing or prepayment of the loan before the normal expiry date. 

(5) The Superintendent of Insurance is required to inspect, at least once 
each year, the chief place of business of every licensee, and financial state- 
ments in prescribed form are required to be filed annually. 

(6) The special acts of the three small loans companies existing in 1939 
were amended and consolidated in a schedule to the Small Loans Act so as to 
conform to the provisions of that act. 

Licensees under the act may, and most of them do, make loans over $500 | 
and also engage in other branches of the finance business as, for example, the | 
purchase of conditional sale agreements from dealers, etc. These other activities 
are not presently regulated as to charges or otherwise by the act. 

The experience of licensees under the act has been given in the successive 
annual reports of the department but I thought it might be helpful for present 
purposes to summarize the results in some respects and to analyze certain 
features such as expenses and earnings in greater detail than is customary. 
I have, therefore, prepared this special series of tables covering the more 
important items: 


By Mr. Pallett: 


Q. You mentioned conditional sale agreements being not controlled. Does 
that mean that effectively, if a company is engaged largely in the purchase of 
conditional sale agreements, the charges may be over 2 per cent a month?— 
A. That is quite correct. 


By Mr. Hollingsworth: 

Q. Is that not governed by provincial legislation?—-A. These other activities 
are not presently regulated as to charges or otherwise by the Small Loans Act. 
Alberta, Quebec, and New Brunswick have legislation relating to conditional 
sale agreements, but in only one or two of those three cases are the rates and 
the down payments dealt with. 

In answer to your question I might say that licensees under the Small 
Loans Act who also purchase conditional sale agreements do so without 
restriction or regulation of any kind as to charges or otherwise. 


By Mr. Pallett: 


Q. Does that include the purchase of chattel mortgages?—A. That business 
is not generally carried on Ey any of the licensees. They purchase conditional 
sale agreements. 

Q. But suppose they gaheke chattel mortgages; there would be no restric- 
tion on them at all?—-A. I am not aware of any. 

Q. Do you know if an intermediate might be set up in order to circumvent 
this act?—-A. That difficulty has not arisen. 


By Mr. Fleming: 
Q. You are exercising no functions with respect to companies in the area 
of loans above $500 at the present time?—A. That is correct. 
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Q. But you present reports of loans in that area?—-A. The annual statement 
that each licensee files naturally reflects the entire operations of the licensee; 
but that statement deals in much greater detail with loans of $500 or less. 
Naturally, in order to give a balanced statement, other financial operations of 
the company are included but in rather abbreviated form. 


By Mr. Crestohl: 


Q. Suppose a lender lends $500 and not over; would he be required to have 
a licence?—-A. If the lender makes a loan of $500 exactly, or under, he would 
be required to have a licence. 

Q. If his business is that of money lending in excess of $500?—A. Then, in 
that case, no licence is required. The act applies to loans of $500 and under. 


By Mr. Michener: 


Q. That means the amount of the loan at the time it was made?—-A. The 
amount of cash received. 

@. And if the original loan is in excess of $500, and it is brought down 
to $400?—A. The act would not apply to that loan at all. 


By Mr. Fraser (St. Johns East): 


@. What would the effect be on the amount of the charge in the case of a 
conditional sale agreement?—A. Those figures are reflected in the tables, if we 
might deal with them later. On the average they are substantially less than the 
rates for a loan. 
| (See Tables A to I) 


Before directing attention to certain trends and results portrayed by these 
tables, it might be well to ‘comment briefly upon a few policies and practices 
that had a bearing on them; also, to refer to the only amendments heretofore 

‘proposed since the act was passed. 

During the war and for a short time after, the granting of new licences was 
discontinued as a part of the plan to conserve manpower and to control credit. 
This accounts for the decline in the number of licensees to a minimum of 53 in 
1944, at which it remained through 1946. 


Those figures will be found opposite item No. 1 of table No. 1. 


Concerning charges on loans, the uniform practice after the new aet came 
into force was to charge the maximum permissible rate of 2 per cent per month 
and it is rather interesting that notwithstanding the previous protests of 
some lenders that they would have to discontinue business at that rate the 
great majority were earning a satisfactory return—so much so, in fact, that 
significant reductions began to be made by the larger lenders late in 1943. At 
that time, several of them adopted a graduated rate of 2 per cent on the first 
$300 of any loan plus 1 per cent on the excess, if any, over $300—the element 
carrying the lower rate to be repaid first. For loans up to $300, the effective 
monthly rate remained as before at 2 per cent but for a $400 loan the rate 
became 1.92 per cent and, for $500, 1.81 per cent. Perhaps it might also be 
pointed out that this is the main part of the new formula proposed in the 
present bill. By early 1945, further reductions were made. Two of the small 
loans companies adopted a flat rate of 14 per cent per month on all loans while © 
the third such company did the same for all loans over $300, retaining 2 per 
cent for loans up to $300. The largest money-lender adopted a flat rate of 
1? per cent on all loans. Later in 1945 one of the two small loans companies 
that had adopted the flat rate of 14 per cent on all loans raised the rate to 2 per 
cent on loans up to $300 but the largest small loans company continued for 
some time further to charge only 14 per cent on all loans. 
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In the light of this. experience, the department recommended in 1946 
that the maximum rate in the act be reduced from 2 per cent per month to 
4 per cent. Bill 140 was introduced for this purpose at the 1946 session and 
was given lengthy consideration by the Banking and Commerce Committee 


of the house of commons. 


By Mr. Fleming: 


Q. I was on the committee at the time. Have you got the number of 
sittings which the committee had on that bill? My recollection is that it was 
very brief.—A. I recall that it went on into August. When it started, I have 
forgotten, but my impression is that it was sometime in June. 


Q. The whole session was late that year, but it could be looked up. My 
recollection is that we did not have very many meetings on that bill. Mr. 
Finlayson was here then, and I do not recall that the industry had gone very 
far before the committee at that time. | 


The CHAIRMAN: We shall get it and clear it up for you, Mr. Fleming. 


The WITNESS: However, representatives of the industry strongly opposed 
the measure mainly on the grounds that the great majority of lenders, more 
particularly the smaller ones, could not continue to operate under the lower 
rate and, besides, that it was uncertain with the prospect of higher expenses 
how long the larger ones could do so. The session ended without the bill being 
reported and it was not subsequently introduced again. By 1948, most lenders 
that had been charging less than 13 per cent per month had raised their rates 
to that level and by 1950 back again to 2 per cent. The reduced income and 
reduced earnings reflected in Table 1 for the period 1944 to 1950 are of course, 
accounted for by the reduced rates then in effect. © 


Concerning expenses, it should be explained that many licensees have 
associated companies operating jointly or in close association with them, such 
companies confining their business to loans over $500 or to the purchase of 
conditional sale agreements, etc., or both, thus not requiring to be licensed 
under the act. The results of the operations of all such associated companies 
are naturally not included with the data for licensees but the expenses and 
earnings of licensees are nevertheless affected by the accuracy with which 
many expenses are apportioned between the licensee on the one hand and the 
associated company or companies on the other. The same comment applies 
to the allocation of expenses within a licensee as between its small loans 
business and other business it may be conducting. The accurate apportion- 
ment of expenses against different classes of business is always a difficult prob- 
lem and each case has to be considered individually. To a large extent, the 
best method in any particular case is a matter of opinion. Certain expenses 
can readily be allocated specifically; some can reasonably be considered to be 
proportionate to the amount of the loan while others are more appropriately 
regarded practically as a constant per account. Some licensees consider that 
the best method is to apportion 50 per cent on the basis of amounts and 50 per 
cent on the basis of the number of accounts which, in many cases, brings out 
results very close to those produced by a much more detailed analysis.. Most 
licensees have endeavored to make a reasonable allocation wherever necessary 
but there have been a few notable exceptions which in the view of the depart- 
ment tend to distort the results. On the whole, if any company or class of 
business has received less favourable treatment in the apportionment of 
expenses, our view is that it has been the licensee rather than the associated 
company, or the small loans business of a licensee rather than its other 
business. 
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By Mr. Michener: 
Q. May I ask if most of the companies which are engaged in the small 
loan. business are also engaged in other business?—A. Yes, sir. 
Q@. Are some of them only engaged in making small loans?—A. Yes, and 
the largest of them which comes to mind is Household Finance Corporation of 
Canada which does nothing but a lending business of $500 or less. 


By Mr. Fleming: 

Q. Has any study been made by your department of the matter of appor- 
tionment of expenses?—-A. As I have mentioned, I think it was generally con- 
sidered that the apportionment of expenses between the offices of a company, 
or between the branches of a company, while governed by certain broad 
principles is, in the final analysis, mainly a matter of opinion because situations 
vary enormously amongst the several companies. 

Where a licensee has seemingly been at sea in not having any particular 
formula in mind we have suggested a formula at least as a starting point. - 
I might say, however, that the analysis of expenses is continually under con- 
sideration in a great many cases. _ 

Q@. I was wondering if your department had undertaken at any time a 
detailed and comprehensive study of the apportionment of expenses overall in 
business which might avail you in particular conclusions?—A. We have, 
naturally, studied expenses not only of each licensee, but of the licensees as a 
whole as reflected in the tables which I have presented today, but I do not 
think it is practicable to suggest or to recommend a formula that could or should 
be used universally by licensees. 


By Mr. Michener: 
Q@. Do you mean that in this last sentence of the paragraph which you have 
just completed where you say: 


On the whole, if any company or class of business has received less 
favourable treatment in the apportionment of expenses,... 


in the apportionment of expenses by the companies themselves, do you mean?— 
A. I have referred really to two kinds of cases: first, the case where there is 
more than one company operating in the office. 

@. You mean one company operating under the Small Loans Act and one 
above that?—A. Yes, or in the conditional sale agreement field. The question of 
expense analysis arises as between a licensee on the one hand and the other 
companies on the other hand; and the second case which I had in mind was 
simply the allocation of expenses within the licensee, between its small loan 
business and its other busines, where other business is carried on by the same 
licensee. Our annual statement attempts to keep a subdivision between the 
small loan business of the licensee and its other business so that one may form 
an opinion whether the small loan business is proving profitable or otherwise. 


By Mr. Fulton: 


Q. I take it that it is your view that companies tend to charge a rather high 
proportion of their expenses against their small loan business? Is that the 
meaning of that sentence?—-A. My thought is, Mr. Fulton, that licensees have 
in general taken reasonable care to subdivide their expenses as accurately as 
possible. Naturally, differences of opinion arise as between the department and 
the licensee. In some cases we feel that the licensee is apportioning more, either 
to the small loans branch of its business or to a company that is licensed, than 
to other branches or associated companies; but I do not make an issue of it. 
We do feel, however, that if the pendulum swings in one direction it is towards 
a heavier apportionment of expenses towards the small loans business of the 
licensee. 
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Eric H. Jones, 


MINUTES OF PROCEEDINGS 


TurEspay, July 3, 1956 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 


a.m. this day, Mr. John W. G. Hunter, the Chairman, presiding. 


Members present: Messrs. Argue, Ashbourne, Bell, Cameron (Nanaimo), 


Crestohl, Enfield, Fairey, Fleming, Follwell, Fraser ( St. John’s East), Gour 
(Russell), Hanna, Hollingworth, Huffman, Hunter, Matheson, Michener and 


Regier. 


In attendance: Messrs. K. R. MacGregor, Superintendent of Insurance; 
R. Humphrys, Chief Actuary; and H. A. Urqurhart, Administrative Officer; 


- all of the Department of Insurance; and representatives of certain Small Voda . 
_ Companies and interested organizations. 


The Committee resumed its consideration of Bill 51, An Act to amend the 


Small Loans Act. 


Mr. MacGregor continued the reading of his statement on the Small Loans 
Act and was questioned at length thereon. 


At 1.05 o’clock p.m., the Committee adjourned until 11.00 o’clock a.m. on 


| _ Thursday, July 5, 1956. 


Eric H. Jones, 
Clerk of the Committee. 
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4 The CHAIRMAN: Gentlemen, we have a quorum. You will recall that at 


ic on page 22. of his oS a 
_ Mr. MacGregor would you care to proceed? 


Mr. K. R. MacGregor, Superintendent of Insurance, called: 


The Witness: Mr. Chairman and hon. members: I had begun to make a 
few brief comments concerning earnings when the last meeting was adjourned. 
‘If I may, I shall proceed from there. ‘ 

There are several ways in which earnings or profits are measured in: this 
¥ _ business but no one method is free from question or provides a conclusive 
_ standard. If it is desired to measure the rate of return per dollar used in the 
a business, regardless of whether that dollar comes from capital or is borrowed, 
- then the interest paid on borrowed money should be ignored. This would bes 
a _the case where earnings are expressed as a percentage of average loan balances, 
" average assets or average total funds employed. If it is desired to measure 
- _the rate of return in relation to the lender’s own funds or proprietary interest, 
re so to speak, interest paid on borrowed money should then be treated as an 
' expense. Sometimes earnings ‘are quoted on the basis of the original amount 
. ons made rather than average loan balances and since the former are 


eet EB Me 


4 ‘in attracting yea ee to or discouraging Fenn from the small loans field. The 
ne rates shown opposite item 14 of Table 1 are on the “gross” basis, i.e., before 


- of the latter varying influences. These rates are put forward in this form 
- mainly to show the trend of the inherent earning capacity of the total funds 
. employed. Although a decline is indicated in recent years, especially in 1955, 
this is attributable mainly to the expansion in the industry, involving many 
- new lending offices that take time to produce. Evidence of this strain is more 
SS sparent from an examination of the profits shown in Table 4 for new licensees 
“4 during 1954 and 1955, listed towards the bottom of the table. As will be seen, 
~ most new licensees operate at a substantial loss for the first year or two until 
_ they get established. 

et The final item 15 in Table 1 shows the actual net profits on loans of $500 
‘ad or less, after all expenses including interest on borrowed money and income 
& taxes have been paid. The decrease in profits in 1955 is again largely the result 
of losses amongst new licensees, of the strain of expansion, and probably to 
_ some extent also, of somewhat higher costs generally. It is difficult to segregate 
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the effect of each of these influences. However, the decrease in profits should — 


not, in my opinion, be interpreted as any indication that the rates of heres 
for loans in this lower area are inadequate. 


Table 2 gives an abstract of the experience for business other than sisal ; 
loans since 1950 because it is only since then that the volume of loans over $500 


has increased so rapidly. The data relate to loans over $500 and also to financed 
paper such as conditional sale agreements, etc., where licensees are conducting 
that kind of finance business as well as making loans. Although the balances 
of small loans outstanding only increased from $58,606,932 at the end of 1950 
to $88,824,459 at the end of 1955, or by 52 per cent—see item 6 of Table 1—the 
balances of loans over $500 and other business increased during the same 
period from $24,247,729 to $109,523,731, or by 352 per cent. This clearly shows 
where most of the business is now done and the need for consideration of the 


charges being made for loans over $500. Of the total balances of $109,523,731. 


outstanding at the end of 1955, $93,634,713 related to loans over $500 as 
compared with $62,585,440 at the end of the previous year. The balances 


($93,634,713) of loans over $500 made by licensees alone now exceeds the — 


balances—$88,824,459—of loans of $500 or less and it is known from data 


furnished through the courtesy of Household Finance Corporation Limited that — 


that unlicensed company has an additional volume of loans over $500 amounting 


to $91,000,000. These figures still leave out of consideration loans made by all | : 


other unlicensed lenders. 


By Mr. Michener: 


Q. Would Mr. MacGregor say how many other unlicensed lenders there — 


are?—A. We simply do not know, Mr. Michener. 
@. Thank you.—A. I do not dink anyone knows accurately. 


By the Chairman: 


Q. How much of that balance that you showed on the previous page of 


your statement, where you said: “other business increased during the same 


period from $24,247,729 to $109,523,731, or by 352 per cent”—how much of 


that $24 million odd and $109 million odd would be straight loans over $500, 
and how much of it would be for conditional sales agreements or that type of 
thing?—-A. I cannot give you the division for the $2 million odd outstanding 
at the end of 1950:-because the annual statement blank at that time did not 
show the two separately. I have, however, given the division of the amount 
of the $109 million odd. 

Q. Is that in the tables?—-A. No, it is in the text; and the total balance 
of $109 million odd outstanding at the end of 1955 includes loans over $500 
amounting to $93 million. ; 


By Mr. Regier: | 
Q. At the bottom of page 23 of your statement it reads: “‘...the balances 


of loans over $500 and other business increased during the same period from — 


$24,247,729 to $109,523,731, or by 266 per cent.” 
Is that correct? e 
Mr. CAMERON (Nanaimo): Which is the right one? I have $24 million 
odd or by 352 per cent. 
The WITNESS: Your’s is incorrect, Mr. Regier; your’s was an earlier draft, 
and I cannot explain how that page got into your copy. 


By Mr. Cameron (Nanaimo): 
Q. It should be $29 million odd?—A. The correct figures are $24,247,729 
at the end of 1950 and that total increased to $109,523,731 at the end of 1955, 
or by 352 per cent. 
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oe Q. Then Mr. Regier’s copy is wrong?—A, I recognize the percentage of 
_ 266 per cent that you mentioned, but I am sorry; that was an earlier draft 
_ which should have been replaced by a new page. 


By Mr. Hollingworth: 


: Q. With respect to the $109 million odd, eroutd one add to that $91 million 
_odd from Household Finance?—A. If one is thinking of loans over $500 only, 
_ the total balance of such loans on the books of licensees at the end of 1955 
was $93,634,713; to that total for licensees should be added, however, $91 
million odd relating to balances of loans over $500, for H.F.C. Limited. 


By Mr. Michener: 


@. Perhaps you could give us some indication of how many unlicensed 
lenders there are by considering who they might be. First, I would ask if 
“Mr. MacGregor knows actually of any unlicensed lenders of that class other 
than Household Finance Corporation Limited?—A. We know of some, Mr. 
Michener, but I think it would be a broad guess at the very best if one were 
- to estimate either the number of such lenders or the extent of their business. 
Q. They would be persons or companies who are not engaged in the small 
loans field that you know of; therefore they must be lending exclusively in 
amounts of $500 or more, and would they ee have to be corporations?—A. 
Not necessarily. 

Q. Or dividuals? A. They might pe elas individuals or corporations. 

Q. If those are corporations, would there be no record of them in the 
Dominion Bureau of Statistics or other return-requiring departments? 

Mr. CAMERON (Nanaimo): Perhaps they are provincial companies? 


The Witness: I am afraid there is no record of the total volume of 
personal loans of all sizes in Canada. I do not think there are any data 
available, that is, data sub-divided by size of the loan. 


By Mr. Michener: 


-Q. Have you any reason to think that there is any substantial volume 
of this kind of lending which is neither banking nor licensed?—A. I think 
there is a substantial volume but really I do not know how much. I do not 
think the industry. knows how much, and I do not think that anyone RnoWs 
accurately how eee 


ee 


By Mr. Repier: 


~Q. Wouldn’t all the new automobiles be financed by such.companies and 
- make up the large amount?—A. Well, that is really a different field. 


By Mr. Michener: 


Q. Does Mr. MacGregor know of any individuals who are doing business in 
a substantial way in this field?—-A. Not in a substantial way comparable to 
these figures of millions. In a sense we are in the same position with respect 
ee to our knowledge of loans over $500 by other than licensees as we were back 
in 1939 with respect to the field of loans of $500 and under. Those lenders are 
not required to report to anyone and there are no consolidated data available 
__ with respect to them. 
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2 By Mr. Fleming: . 

8 Q. With respect to the Dominion Bureau of Statistics lacking the power 
to compel any form of report, it is up to the Dominion Bureau of Statistics 
s itself to send out a questionnaire to perhaps selected individuals or companies 
in this field and it would only have knowledge and base its tests or sample 
- results on the information it got?—-A. That is my understanding, Mr. Fleming, 
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namely, that the figures of personal loans in oanada compiled by the ‘Dominion d 
Bureau of Statistics relate mainly, if not exclusively, to such loans made by — 
the chartered banks, the small loan companies licensed money lenders, - and 
credit unions. 


By Mr. Michener: 


Q. Would it be a fair conclusion to say that if there were any substantial 
volume of business of this kind done in a systematic way through branches 
and advertising, that it would be known?—A. Yes, I believe so. 

Q. So we can assume that the total business done by other anlicenee 
lenders would not approach the business done by the Household Finanes 
Corporation?—A. I am quite certain that it does not. 

Q. I suppose that we can make use of these figures or rely upon them 
to this extent: that these are known figures we are dealing with here, and there 
is an addition of an unknown amount to be made to them, and hou: many © 
persons or corporations are participating in that additional unknown volume 
of business is, itself, unknown.—A. That is correct. 

Q. May I ask one more question: have you any idea at all, or anything § 
to guide you, as to whether the number of these so-called licensed loans 1s 
growing, or has there been a tendency here for consolidation in the hands of ~ 
the larger firms such as the four small loan companies?—A. I would expect : 
that the number is growing. <i 

Q. You say that you expect that the number is growing?—A. I would 
expect so. 

Z Q. Even with the growth in the volume of business done by He larger — ; 
corporations you are of the opinion that the number of unlicensed lenders is ~ 
growing too?—A. If I were asked to guess, I would guess in the affirmative. 


The CHAIRMAN: He already said that he does not Knows This is a matter 
of opinion. 
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By Mr. Fleming: 


Q. Would that apply to his last answer?—A. We do not know thé full 
extent of the personal loan business in the larger loan area: above $500 which 
is presently unregulated, but we do know that there has been a terrific expan- — 
sion in that field by the licensed lenders, so I would expect the trend or the = 
increase in the case of unlicensed lenders to be somewhat similar. -_ 3 

Q. There is nothing more than that?—-A. There is nothing more than that. © 

Q. To guide you in the answer which you gave me on a previous occa- | 
-sion?—-A. Nothing more. a 

Q. Someone might be doing more business without an renee in the — 
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- number engaged in that business? 


The CHAIRMAN: This is not getting us’ anywhere. We are only guessing. j 
We do not know. ; 


Mr. FLEMING: I want to be sure that we are not eine unwarranted. 
conclusions. 


Mr.. HOLLINWORTH: We se Abe that more loans have been made over 
the last few years. 


The CHaIRMAN: You do fo want to make it a round figure? 


Mr. CRESTOHL: Licensed lenders who lend under $500—those figures you . 
have; and if some of those licensees lend over $500, you already have those 
figures? — a 

The CHAIRMAN: That is correct. 


By Mr. Crestohl: 


Q. Are there licensed lenders or lenders who have licences to lend up to 
$500, and who lend above $500, for which they naturally require no licence? | 
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: eel think you have only one such institution and that is the Household Finance 
_ Corporation; they have got a licence—A. If I understand your question cor- 
rectly, Mr. Crestohl, most licensed lenders make loans above $500 as well as 
below $500. ‘Household Finance Corporation of Canada is the one notable 
exception, because that licensee restricts its business to loans of $500 or less. 
_. The associated company, Household Finance Corporation Limited, which is not 
licensed, confines its business to lending above $500. 

. Q. Do you have access to its records?—A. Through the courtesy of the 
company, they have furnished us with their financial statements in recent years 
and it is from such sources that I quote the figure of $91 million odd of loans 
above $500 for Household Finance Corporation Limited at the end of 1955. 

@. Where you have a licensed lender, do you receive from them any in- 
formation on loans above $500?—A. Yes, we have in every case. 

. @. Is there an obligation upon them to supply it to you?—A. Yes. 

_ @..Or is it done voluntarily?—A. It is an obligation. The annual state- 
¥ ment required to be filed by each licensee shows the portion of its business in 
_ the small loan field, in the field of loans over $500, and in the field of financial 
ina paper. Unfortunately the subdivision between loans over $500 and financial 
_ paper has only been made since 1953, but we have always had their small loans 
business shown separately from their other business. | 

Q:- But there is some device used by Household Finance by which they 
m= are not obligated to give,you information on loans over $500?—-A. They have 
_ aseparate company which is unlicensed and with which we have no connection. 
Ss 3 Q. Does it have a- similar name?—-A, Household Finance Corporation 

Limited. | 

Q@. That is the device I referred to. But they do give you the figures as 
a matter of courtesy?—-A. They have, sir, over the past few years. 


The CHAIRMAN: It is not fair to use the word “device”. They are not cir- 
cumventing anything because they have given you the figures anyway, as a 
matter of courtesy.—A. We have them for recent years. 


By Mr. Cameron (Nanaimo): 


Q..Do they make available to you all the figures relating to loans—the 
Same information that you get from the licensed companies?—-A. No. It is 
not in the same detail. I think that if we asked them for it we would probably 
get it. We have their balance sheet, income, expenditure, and the vdlume of | 
their loans. We have practically similar data. We sent a circular out last year 

- asking licensees to classify their loans by. size and Household Finance Limited, 
_ the unlicensed company, furnished the same information as was furnished 
_by the licensed companies. I would not say we have the same detail but we 
have it substantially. 

Q. Do they furnish you all the detail on the interest rates of loans over 
-$500?—A. Yes. . 


By Mr. Crestohl: 


@. Would it not help matters if licences were required by all lenders 
- Yregardless of the amount?—-A. One of the proposals in the bill is to raise from 
~~ $500 to $1500 the area of loans for which a licence would be required. 
a Mr. Chairman, I realize that we are dealing with intangibles here, but 
in the statement Mr. MacGregor makes is the following: 


These figures still leave out of consideration loans made by all 
unlicensed lenders. 


After very searching inquiries we have not any evidence that there are any 
- other unlicensed lenders, and I wonder if Mr. MacGregor feels that he ought 
to qualify that statement by adding the words “if any.’ Otherwise I think 
_ that we are entitled to know who are, in fact, the others doing business who 
are unlicensed. It leaves an impression that perhaps is not intended by Mr. 
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MacGregor.—A. Well, we know there are quite a few. Some of the automobile 


dealers alone are fairly active in that field, making actual cash loans above $500. 


a 


By Mr. Fairey: 

Q@. Is that not the reason for the suggested change in the act to bring 
these firms making loans over $500 into it and requiring them to Soa the 
information?—A. That was one reason. 

Q@. I think that that is the answer to Mr. Michener’s Guestion I do 
not think it would be correct to leave the impression that we think there are 
only a very few or perhaps no unlicensed lenders operating above $500 because 
the industry and we know there are quite a few; but we have no access to 
any of their figures and do not know what volume of business they are trans- 
acting. 

@. Your words leave the impression with me nat there is quae a field 
here and I would think if there is any substantial business being done along 
these lines of operation that it should be known. This kind of lending is adver- 
tised very extensively and there is great competition for customers. I do not 
see how anybody could be in this field in a substantial way and not be known. 
—A.I think in Toronto alone there are quite a few automobile dealers who 
make cash loans over $500. 

@. There is a good deal of lending being done even by merchants who 
lend money to buy their merchandise; but here we are talking about strictly 
money-lending.—A. I have no objection to the deletion of the word “all”. 

Q. I do not want to suggest that you change it, but it gives me the 
impression that there are quite a few in the field and that you say that there 
are some, their number being unknown. 

Mr. CAMERON (Nanaimo): Surely the department must have had some 


kind of inkling that there are a number of people who make loans up to $1,500, 


otherwise. they would not be introducing this amendment to control those 
people. I do not suppose that they have any accurate figures, but 1 would 
expect that Mr. MacGregor has his informants who tip him off once in a while 
that the tremendoué rise of small loans in this area does not come within the 
scope of the act. Mr. MacGregor must have some reason, or else this amend- 
ment would not be here. 

Mr. BeLut: Mr. Chairman, we will be questioning, the finance companies 
later and they will probably be able to give us Some indication of what the 
competition is. 

The CHAIRMAN: I do not think that the Consumer ee Association. keeps 
a record of the amount of cash loans made by unlicensed companies. 

Mr. BELL: I appreciate that, but I am saying that they are in the business 
and would have closer contact than Mr. MacGregor as to who is operating 
in the field. 

The CHAIRMAN: You will have an opportunity to ask Wis that. 

The WITNESS: Items 2 and 3 of table 2, relating to income, would indicate 
that the rates charged for loans over $500 are substantially less than for 
small loans but this is not so. The explanation will be found in table 6 where 
it will be seen that there is not much difference between the annual rate of 
income for small loans and other loans but the rates for conditional sale 


agreements, and so forth, are lower. The rates of income in table 2 are 


depressed by combining these two kinds of business but a separation was not 
made in the annual returns until 1953. Apart from some exceptions that I 
shall refer to later, most licensees are charging 2 per cent per month on loans 
over $500. It is this practice more than anything else that calls for study 
and attention now. 

Items 4,5 and 6 show that the percentages written off the larger loans are 
approximately the same as for small loans, being roughly 4 of 1 per cent of 


y . 
tn ete se 


i 
= 
a 
a. 
: 
~* 
be 
- 
a 
“ia 
a, 
3. 
a 


BANKING AND COMMERCE 465 


outstanding balances but the percentages transferred to reserves for bad debts 
are somewhat higher. This may indicate a more cautious outlook concerning 
future losses on the larger loans but it can be explained also by the rapid 
growth recently in this branch of the business. At the present time the 


_ reserves for bad debts are maintained in about the same proportion for large 


loans as for small loans. 


Items 7 and 8 show, as would be expected, a generally higher level of gross 
earnings. for the larger loans than for small loans, especially amongst the 
money-lender group. The somewhat lower rate earned by all licensees com- 
bined on the so-called large loan. business as compared with small loan 
business i$ accounted for by the fact that most of the small loan business is 
done by the small loans companies which as a whole enjoy a higher level 
of earnings whereas more than half of the large loan ‘business (so far as 
licensees are concerned) is done by the money-lenders which, in general, 
are smaller and have lower rates of earnings. The rates in table 2 are, like 
those in table 1, depressed in recent years—especially in 1955—by the rapid 
expansion in new Offices. 


Item 9 of table 2 needs little comment except to point out that the net 
profits on “other business” have now overtaken the net profits on small loans 
business and nearly all of the profits of the money-lender group appear to 
come from loans over $500. These results are, nevertheless, distorted to 
some extent by losses of new licensees and by: an undue proportion of expenses 
being assessed against the small loans branch by some money-lenders. 


Table 3 is a consolidation of the net profits shown in the final items of 
tables 1 and 2. Regardless of the manner in which rates of earnings are com- 
puted, these profits represent the end result of operations from the lenders’ 
point of view. Upon reference to table 4, it might be noted that the net pro- 
fits in 1955 would have been nearly $500,000 larger had it not been for the 
losses of lenders that were only licensed in 1954 or 1955. Excluding these 
losses, the profits in 1955 were almost exactly double those in 1951. 

Table 4 shows the final profits of each licensee separately and also its own 
funds in the business, the latter comprising the paid capital; surplus (if any) 
paid in by the shareholders, general reserves (only one case) that have been 


established through appropriations from the profit and loss account, and the 


surplus‘ balance existing in the profit and loss account. In many cases, licen- 
sees are not paying dividends to shareholders but are allowing profits to ac- 
cumulate in the profit and loss account to provide additional working funds. 
Net profits compared with lenders’ own funds indicate the profitable nature 
of the business in most cases under present conditions. In the case House- 
hold Finance Corporation of Canada, mention should probably be made of the 
practice of paying a supervisory fee to the parent organization which at present 


is of the order of $500,000 per year and is, of course, included in the expenses. 


If this fee were not paid, profits would be increased by roughly half this 
amount, after allowing for the higher income tax that would then be payable. 

Table 5 gives a comparison between the volume of lenders’ own funds and ~ 
borrowed money, together with the average annual rates of interest paid on the 
latter. The licensees shown separately were singled out because they have the 
largest volume of small loans. In total, borrowed money outweighs lenders’ 
own funds by more than three to one. 

It is sometimes said that U.S.-owned companies sabia their funds in 
the U.S.A. at a lower rate than Canadian-owned companies can arrange in 
Canada, thus giving the former a competitive advantage or at least. accounting 
in part for their larger profits. There hardly seems to be justification for this 


view since the largest U.S.-owned company, Household Finance, has paid 
4-75 per cent since 1954 on all moneys borrowed from its parent and Personal 
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Finance has paid its parents 6 per cent since 1953.5 might also be “ex 4 


plained that a substantial proportion of the moneys lent by the parent organi- 


zation in these two cases in the past has been raised from institutional investors 


in Canada on which the prevailing Canadian rate has of course been paid by 
the parent. There would be an advantage to the parent where money is bor-. 
rowed either in the U.S.A. or Canada and lent to its subsidiary at a higher | 
rate but this practice is also followed by some Canadian-owned companies. 


By Mr. Michener: 


Q. Mr. Chairman, would Mr. MacGregor say what the $500,000 see by 
Household Finance to its parent for service fees would amount toasa percentage 
of money borrowed from the parent?—-A. About 1 per cent. 

Q. If that were. accounted for as an additional interest payment it would 
make it about 53 per cent?—-A. It would seem that the average amount of 
borrowed money from affiliates, in the case of Household Finance, was—this is 
in table 5—$45 million, so 1 per cent would be $450,000. ; ‘ 

Q. There is another point which I think might be raised here ute we 
are dealing with the matter of borrowed money. There is a point which struck 


me in reading this material. Canadian licensed companies—small loans com- ~ 
panies—are not allowed to borrow money on fixed debentures or bonds. Does 


that apply to the licensees who are not in the small loans company category,,. 
or can they borrow money on debentures?—A. That prohibition applies by 
statute only to small loans companies incorporated by parliament. But in 
practice we endeavour to ensure that all other licensees, that is to say the 
‘money lenders otherwise incorporated, follow the same practice, namely ago 
they do not borrow on debentures from the public. 

@. Do you make that a condition, on being licensed, that they do not borrow 
on debentures?—A. It is nota sondition included in their licence but we always 
discuss that point with a prospective licensee and obtain an understanding. 
There are, in one or two cases, debentures outstanding in the case of lenders 
who were in business when the Small Loans Act was passed in 1939; but they 
have not, I believe, issued any new debentures since then. 

Q.- In effect, sithoush these other licensees have legal authority to borrow 
on bonds and Pebentuiee in practice you make sure that they do not do so 
by exercising the ive ee authority to obtain their assurance?—A. That is 
right. There are many points of that kind which arise in déaling with provin- 
cially incorporated lenders as against small loans companies incorporated by 
parliament. In general we have always felt that where parliament has spelled 
out the powers of small loans companies we should, as far as practicable, in 
licensing other lenders, see to it that they have similar powers or carry on. 
their business under the same prohibitions. 

Q@. You agree that there is no statutory Me ee for your rogues that 
condition to the other licensees?—-A. That is correct. 

@. The relative position is that the subsidiary of the American company, 
and Canadian companies, are under this restraint in borrowing; but the 
American parent company is under no such restraint in the United States?— 
A. I believe not. | 

@. So Household Finance in the United States could raise as much money 


as it wished by borrowing on debenture issues and could pass on whatever was — 


economic to its Canadian subsidiary, the effect of which would be that they 
would be getting fixed-term money which the Canadian companies cannot get 
under the present practice?—-A. Of course several Canadian licensees are owned 
by parent Canadian companies which do borrow on debentures from the public. 

@. They might resort to that device, but if they do not have a parent they 
are under a disadvantage as I sugg est? —A, Those without a parent company 
would be, yes. 
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Q. Have you had any representations made to you to alter your depart- 


- mental practice to allow these licensees to borrow money directly on fixed-term 
‘securities?—A. No substantial representation that I can recall. Most of the 


licensees obtain their funds from the banks; that has been the general source of 


-. funds. 


By Mr. Fleming: - 
Q. I take it that there has not been the same consistency; in the rate of 
interest paid by companies that are borrowing directly from the bank, to the rate 


paid by Canadian subsidiaries to the American parent companies that are 


supplying those companies with their funds?—A. Oddly enough, I am afraid 
the situation is just the opposite. Prior to 1954 I think Household Finance 
Corporation of Canada paid about 3 per cent on its borrowed money. And I 


* think, speaking from memory, that Personal Finance paid about 34, and in- 


creased it to 6 per cent in 1953. 
The rates paid by Canadian subsidiaries to their American parents are of 


_ course merely a matter of negotiation between themselves. Prior to 1953 I 


think perhaps the rates paid were unduly low but since then they have been 
more realistic. 

Q. What has been the average rate paid to the banks in the same period? 
Have you any figures of those who depend on the banks for their loans?— 
A. I would say that it ranged from 44 to 54 per cent. It may be higher now. 
But in the last two or three years I think perhaps that would represent the main 


me ALea..” 


By Mr. Michener: 


Q. Have you any returns showing what rate of interest a licensee would have 
to pay for money today?—A. We do not get that information directly but I 
would guess that they are paying from 53 to 6 per cent. 

Q. Do you know of any company paying 8 per cent?—A. To a bank? . 

AQ: No, not to a bank.—A. The only case I can recall is where one licensee 
was paying its directors 8 per cent, and we expressed the view that it ought not 
to pay to its directors a rate higher than it was paying to the banks for money 
borrowed therefrom; that was an isolated instance. 

@. You would have an accurate picture of the rates being paid, I suppose, in 


your returns?—A. Our examiners could get that information, and they do get it 


in most cases in the lender’s office. The annual return does not show the nomi- 
nal rate paid on borrowed money. We can compute it on the average by taking 
the total interest incurred during the year and the average amount of borrowed 
money. But of course borrowed mohey may come from more than one source. 
There might be some from the banks and some from an affiliate. 

Q@. In general, however, it is fair to say that the rate which the lending 


_ company pays has increased in the last few months of last year?—A. Most 


certainly. 
@. In line with the general restraints which the governor of the Bank of 


_ Canada does not admit are restrictive but which nevertheless have had the effect 


of raising its interest charges?—A. I know it has increased. 
that: | | | 


By Mr. Regier: 
Q. I am rather interested in the statement here where Mr. MacGregor says 
. . . Personal Finance has paid its parent 6 per cent since 1953. | 
_ I notice in table 5 that Personal Finance Company owes its parent company 
$324 million on which they pay 6 per cent, yet their average annual rate on 
borrowed money is only 5-42 per cent of which $324 million constitutes the 
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major portion, the principal money with which they do business. Is that not an 
indication that they are obtaining the Canadian money which they use, that 
$4,800,000 odd at a rate very much lower than 6 per cent? 

Q. What would be the purpose of paying 6 per cent to the parent com- 
pany when they can obviously obtain money on the Canadian market at a 
lower rate?—-A. That has been a matter of some discussion between the 
department and the company. I may ‘say that we think that 6 per cent in 


the past has been rather high, but we have not been able to convince the ~ 


company. 

Q. Have you any indication of how much of this $324 million that is 
borrowed from the parent company is actually shareholders equity over 
there, or is possibly most of it obtained on the American money market, let 
us say possibly at 3 per cent, so that would make it a mere book-keeping 
transaction whereby they ee make 2 or 3 per cent on that vast amount 
of money rather than attempting to obtain that money on the Canadian 
market where it is available, or obtainable at a lower rate?—A. I think that 
most of the $32 million odd comes from debenture borrowings both in the 
United States and in Canada at rates probably varying, when the debentures 
were issued, between 34 and 43 per cent. I may be out one-eighth of a per- 
cent either way in those figures, but I think that would indicate substantially 
the range at the time the debentures were issued. 

Q. Would Mr. MacGregor want to venture an opinion as to how much 
lower the rate on debentures would be issued by the parent companies than 
by Personal Finance in Canada itself? I realize that a larger company is 
able to borrow at a lower rate on its debentures——A. When we observe the 
rate paid on new issues of debentures by Canadian acceptance companies we 
think that Personal Finance ought to be able to borrow, if it had the power 
to do so, in Canada at a rate less than 6 per cent. We have seen new issues 
of debentures of Canadian acceptance corporations within the last six months 
or thereabouts at approximately 4 and three-quarters per cent. 

@. And a year or so ago it would have been even lower?—A. We have 
seen some at 44 per cent, and the rates at the present time may actually be 
higher than that. ‘ 


The CHAIRMAN: I do not think you can assume that, because they get 


some money from the banks at a lower rate, they cotld get the whole $32 


million from the banks, because the banks might not have that quantity 


to advance. 


By Mr. Regier: 

Q. I was not saying that; but it is obvious that 6 per cent is a fictitious 
figure which calls for a drain of money out of Canada. which may be unneces- 
sary. We do not know how much money is available on the Canadian market 
and we would not know until we were willing to pay up to 6 per cent.— 
A. I have expressed the view of the department that they could borrow at 
less than 6 per cent in Canada if they had the power to do so. We think 
so because other Canadian acceptance companies are borrowing at a lower 
rate, but that little difference of opinion has not been resolved. 


By Mr. Michener: 

Q. That may not apply to some of the reeuat licensees whose loan expe- 
rience would not make them very good borrowers.—A. I think those losses 
are inherent in getting established in a substantial way. 

Q. They think they will make money later on even though they may 
lose some at the beginning.—A. They must expect to. = 

Q. How many have gone out of business in the period covered by your 
first table?—-A. I think that since the Small Loans Act was passed in 1939 


ako a 
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7 about 125 licenses have sipually bust issued and there are presently outstand- 
‘ing about 73, so that roughly 50 licenses have terminated for one reason or 


another. 

In some cases licenses were obtained even though the volume of small 
loans transacted was quite small. The licensee may actually have been more 
interested in making larger loans or in financial paper, but wanted to have 
a license in order to accommodate a few small borrowers who might come its 
way. Some of those licensees have disappeared. Some have sold their business 


to other licensees. 


Q. It is not all a one-way-street business there have been some who went 
out of business, I suppose, insolvent?—-A. Not many through insolvency. 

@. It would be interesting if we had that figure a little more accurately 
and definitely, if there is any record of it in the department.—A. I would 
say that very few have gone out'of business through insolvency. There was _ 


the Family Loan Corporation in Halifax whose license was not renewed on 


June Ist of this year. That company made quite a few poor loans, and it 
followed a rather lackadaisical collection policy. This company also was one 
of our original licensees and it had some debentures outstanding. The 
debentures were causing some worry to the department lest the holders might 
lose. Consequently we watched that licensee very carefully. We felt a year 
ago that the time had come when it ought not to be permitted to continue as 
a licensee, and it wound up its business. The result was that no debenture 
holder lost any money, but the shareholders lost or they will lose most of their 
capital. 

Q. I suppose, that, just like in other businesses, management is a very 
important factor in the success of the company ?—A. It is very important, 
there is no question about that at all; it is a highly specialized business and 
it requires experience both in making loans and in collecting them. 

@. One could not imagine a quicker way to go “broke” than to lend 


~ money to anyone who wants it.—A. The lender could easily give it away. 


That is why we are apprehensive about licensees having the right to borrow 
money on debentures. 

Q. The fact that you have a license is automatically a latch- key to 
wealth?—-A. I think it would be incorrect to say that. 


By Mr. Fleming: 


Q. I do not know if you have an analysis made, but if possible it 
might be of assistance to us, because the figures you quote seem to indicate 
that out of 125 licensees at the orignal date, 73 are still in existence, which 
indicates that about 42 per cent have for one reason or another ceased to 
continue in business. Is it possible to analyze the reasons why 42 per cent 


have gone out of business?—A. We can very easily give you the history of 


each termination. 
Q. It would be interesting to see inher: I suppose in some cases it would 
due to consolidation; in other cases it would be due to poor management; 


and in other cases it would be due to insolvency; so that before we draw 


any conclusion we ought to know what the situation was in each case. In 
the case of your newer lenders in the field, has there been any pattern dis- 
tinguishable as to where they are, borrowing the funds that they are using, 
or are they using some equity capital. Other than some of the larger 
operators, is there any pattern in relation to the source of their borrowed 
funds that they are using in the business?—-A. I think most of them are getting 


. their initial lending funds from their capital or from the banks, but I have no 


doubt that as their business expands, more particularly in those cases where 


the licensee has a United States parent, they will get substantial lending funds 


from their parents. I do not think it has been necessary yet. But I would 


| expect that is where they would ultimately get the largest volume of it. 


e 
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Q. From what we know of the rather restricted terms on which we can 


expect to get credit from the banks under present conditions I take it that — : 


those who have American parents or associates back of them would have to 
look more and more to that source as long as present conditions continue. Is 
there any pattern discernible? Are there more of those recently entering the 
field of lending with American parentage or American associates standing 
behind them as to the source of funds borrowed or otherwise?—A. Most 
certainly some of them, I think. In answer to your question about whether 
there has been any definite pattern established yet—take for example the case 
of Seaboard Finance. Seaboard in the United States is one of the large 
operators. It formed a Canadian subsidiary in 1955 but it has opened only one 
office up to date, that in Toronto. I have not discussed the question with the 
company but I have no doubt that they may be marking time to see what 
changes there may be in the governing legislation for one thing. In that case, 


there is no question at all that Seaboard is an operator of such substantial . 


size in the United States that it could readily raise the isa: and lend ‘them 
to its Canadian subsidiary. 

The same applies to licensees like Pacific Finance Credit, the parent of 
which is a very large operator in the United States. In that case the Canadian 
subsidiary was incorporated in 1954 but it has already established more than 
20 branch offices in Canada. 


By the Chairman: 

Q@. I was wondering, when you are getting these figures as to the 50 odd 
companies which have gone out of business, in addition to those which went 
out through insolvency which you say are very few, if you could get those 
which went out of business because they felt they were not getting sufficient 
returns on their money, to make on that type of business a satisfactory return 
on their money.—A. I would be very glad to prepare such a table showing 
the reasons, as far as we know, for the termination of each license. I would 


say that in many cases where the volume of small loans dwindled to a very. 


small amount it was not worth the trouble to be licensed and to furnish the 
annual returns which are required and to comply with all the other require- 
ments: in these instances the licensees have voluntarily discontinued making 


small loans, simply because it was not worth their while, not because they. 


were not making enough money on the few loans they made, but perhaps 
because. of the trouble associated with the license which did not warrant the 
continuation of it. 


By Mr. Cameron (Nanaimo): 

Q. Would Mr. MacGregor look at table 4 and the figures relating to 
B. Bell Finance which is the twelfth item from the bottom of the list. I think 
perhaps if you could explain or give us your guess as to how this very strange 
thing took place we would know better how other companies work. 

Apparently this company was only in business for two years, or just two 
years now at least as a licensed lender, and you will note that it has been 
making less profit every year according to its own figures. It started off with a 
gross profit payable before income tax in 1954 of $1,205. The next year 


they went down to $1,108. Then as to the net profit after income tax 


respectively for those years, they went down to $964 and $887 respectively. 
-But curiously enough the paid-up capital doubled in that period—according 
to the final column of average paid capital, surplus paid in, general reserves 
and so on—more than doubled in that year when they faoae less money than 
they made the year before. Can you account for that?—A. The explanation 
is this: in the section of the table headed “Average paid capital” you will 
observe that in 1954 the average was $17,500. 
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4 Q. Yes.—A. Actually the paid capital of the company from the outset 
was $35,000, but the figure given for 1954 is the average capital outstanding 
during the year. At the beginning of 1954 it was zero. The company was 

e ~ just licensed in 1954 and the capital at the end of 1954 was $35,000. There 

was no change in the actual capital in that case. The average figures given 

are perhaps a little confusing in that respect in the first year in which the 
~ company is licensed, because they are the average of the capital at the 

- beginning and at the end of the year. 

ee Q. What was the source of capital in the course of that year?—-A. There 

was a shareholders’ subscription of $35,000 fully paid. 

i; Q. Have you got the list of shareholders and directors of that company?— 

= A. Yes. 

Q. Could you give that to us?—A. Yes, although I have not got it here; 
I could bring it to the next meeting. 
Q. There is only one shareholder according to my information.—A. If 
you would note the double asterisk footnote, it reads: 
“The amounts in these columns are the-average of the amounts 
\ as at January lst and December 31.” 


; The CHAIRMAN: I think there is even a more fascinating example im- 
mediately above it. 


By Mr. Cameron (Nanaimo); 


Q. I happen to know something about this one and that is why I asked 
— about it. And while I am on it, I would like those figures of the average 
- capital interest made in the figures given for the four small loan companies 
shown at the top of Table 4. We have the average paid capital for the 
_ four years covered by this table, and we have the average surplus paid 
in, I presume, to the capital account, the reserve account, and so on; and 
_ that is tabulated in the last column. You will note that in 1952 on an 
average capital of $4,570,000 the average surplus paid was only $12,570. 
_ There may be some explanation for that, but in the following year, 1953, 
_ the average surplus paid in was over $5 million; and in 1954 it was almost 
doubled to the sum of $9,687,570; while in the following year it dropped 
- slightly presumably on account of the circumstances you mentioned; and 
- if we look at the final column, we see that there on a capital of $4,570,000 
in 1952, the total amount of average paid capital was almost twice that— 
- almost: exactly twice that, $9,122,502. That is, they paid in $43 million. And 
the next year on a capital of $4,570,000 they paid in over $10 million, and 
the next year on a capital of just under $5 million they paid in a total 
amount of $23 million; that is, they paid in some $18 million; and the 
following year they paid in some $20 million. 

I have been working out, sir, the net profit after taxes on paid up capital, 
and in 1955 the net profit for those four companies according to the figures 
given here amounted to nearly 90 per cent of the paid up capital. It was 

89-8 per cent for the small loan companies, while for the money lenders 
as a whole it was a more modest amount; it was only a little over 26 per 
cent. Is that a correct figure? Is that 89-8 per cent a correct figure of the 
net profit after taxes? I presume when you say “net profit” you mean 
after all expenses, on the paid up capital for the year 1955?—A. It is a 

- correct picture if profits are related to paid up capital alone. However, 
I shall deal later on with the various ways in which profit ratios may be 
computed. But I think it is fair to say that in the case of the largest lenders 
who derive such a large proportion of their lending funds from their parents 

‘ in the form of borrowed money, they do not need a large capitalization and 

- most of them have not increased their capital very substantially. 
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Household Finance still has a capital of approximately: $3 million. reo 
sonal Finance had a capital of only $250,000 until recent years when it took ~ 
steps—when it apparently desired to increase its capital and paid in about % 
$10 million as capital surplus. A small fraction of it was used to pay up its 
remaining authorized capital which was still not paid, bringing it up to $1 
million; and it left the other $9 million approximately as capital surplus. 

My guess is that the money was part of a plan that included the bill 
the company introduced in parliament this year for the purpose of increasing 
its authorized capital to $10 million. I think its intention was to raise its 
paid up capital to $10 million. 

However, for small lenders, I think it is reasonable to relate net econ. 
to the proprietory interest in the business, represented by paid capital, the 
balance in the profit and loss account and any free reserves that the company 
may have. But for the largest lenders who derive most of their lending funds 
from parents in the form of borrowed money, it can become very misleading — 
to relate profits to capital alone. 

-*Q. On the other hand you have already told us that on all money Hosowed 
from parents, they paid their interest; that the Canadian company paid its 
interest.—A. Yes. 

Q. So it seems to me that you are back in the same position again. The — 
money of the parent company has already earned its interest because it is © 
paid and it is included in the cost. 

The CHAIRMAN: In his statement Mr. MacGregor stated that he calculated — 
the profits on the average total balance outstanding of money loaned and_ 
you did not charge up interest by working expenses? - 

The Witness: I shall deal with that question a little further on if you 4 
would care to go into it at that time. It is a most difficult one and I readily © 
admit that it is most confusing. 


By Mr. Cameron (Nanaimo): 


Q. All right, but I do not find anything confusing about 90 per cent profit. 
I find something saee Se about it, that we should be licensing these people 
to do this. 


By Mr. Argue: . 

Q. With respect to the statement you made at the top of page 26, referring — 

to net profits and showing the profitable nature of the business, you say: : 
In the case of Household Finance Corporation of Canada, mention ~ 

should probably be made of the practice of paying a supervisory fee to — 

the parent organization which at present is of the order of, $500,000 per ~ 

year and is, of course, included in the expenses. : 


Would you explain to the committee what the $500,000 is for and the value ~ 
that Household Finance Corporation of Canada received for having paid that 
sum to its supervisory company?—-A. The main justification put forward by 
the company for the payment of that fee, as I understand it, is management, — 
policy direction and services that are provided by the home organization in © 
Chicago for the benefit of all its operating companies and branches spread — 
across the United States and Canada. Some of the accounting work is also — 
done by the head office of the parent in Chicago rather than at the head office - 
of the Canadian company in Toronto. - i 

Q. Is no part of that expense item, or any part of that expense item listed | 
by this company because the company is able to use the name of the parent 
company?—-A. Would you mind repeating that, please? oe 
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Q. Do you know—make this a general statement—do you know whether 
any of these companies which have been mentioned—whether any one of them 
_ pays a fee to the present company in the United States for the use of the same 
name or of a similar name in Canada?—A. In no case am I aware of any 


- specific fee or payment for that purpose. 


@. In the case of this $500,000, do you feel that this company got good 


value for its money or do you think that it was just another way of padding the 
books? 


Mr. CRESTOHL: Mr. Chairman, on a question of order, is Mr. MacGregor the 


j best man to give us this information? Should we not wait until we have one 
_ of the officials of the company? 


The CHAIRMAN: I do not think that is a question for Mr. MacGregor. You 
could ask it of Mr. McEntyre of the income tax department. Surely he is the 


_ one who would have to be convinced that it is a proper expeniditure. 


Mr. ARGUE: I would like to have Mr. MacGregor’s opinion so that we can 
go on to convince the income tax people that it should not be allowed. I do 
not know if we can do that. To do so might prevent this kind of practice—if 


4 Mr. MacGregor could say that if they did not pay that amount to the parent 


company, their profits would be increased by just that amount; in other words 


if the fee were not paid—if they did not have that added expenditure whatever 


it might be for services allegedly provided—it would result in a change in 


the net profit position of the company. 


Mr. CRESTOHL: This is not an income tax enquiry we are conducting, Mr. 
Chairman. 


Mr. ARGUE: If we are on a point of order, then I suggest that if those 
companies are using fictituous expenditures as a means of fleecing canadian 
consumers then it is a very pertinent matter of enquiry for this committee, 


_ and that any enquiry we might make of the Department of National Revenue 
is incidental to this enquiry. 


The CHAIRMAN: I suggest that you are wrong. 


Mr. CAMERON (Nanaimo): I think this is part of the practice of the small 
loan companies which we are now investigating and I do not see how you 
can personally come to any other opinion about it. 


The CHAIRMAN: Mr. MacGregor’s position is that he receives these sheets 
with the information on them; whether it is a proper charge or not is up to | 


the Department of National Havens and not up to this committee. I suggest 


you are not in order. 
Mr. ArGuE: I am going to press the question because I think it is an 


- important one. Mr. MacGregor is thoroughly informed in the business of small 


loan companies in this country. I feel that perhaps above all other persons in 
this nation he is, in this particular field, perhaps the best informed. I think 
that the question as to these large sums of money which he points out in this 
report or statement, and which were placed therein by Mr. MacGregor, should 
be a matter of questioning of Mr. MacGregor. He can say that he has no 
information about it, or if he wishes to discuss the statement, I think it is 


_ perfectly all right to ask him any questions we care to about his own statement. 


He can then decide whether he wishes to answer or not, or the nature of the 


answer he wishes to make. 
/ 


bated 
‘ 


The CHAIRMAN: If Mr. MacGregor were called upon to advise Mr. McEn- 
tyre as to whether he thought it was a proper expenditure, he might answer 


such a question; but otherwise I do not see how he can. 


Mr. ArcurE: I am not asking questions in relation to the income tax. I am 
asking whether this is in fact a legitimate expenditure which should be placed 
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in the accounts of this company. That is why we have Mr. MacGregor here. 
And I want to know as well to what extent other companies are inflating the 
expenditures in their balance sheets to show a smaller profit than in fact they 
had made, and I suggest in fairness that Mr. MacGregor should be allowed to 
answer the question. 


The CHAIRMAN: Can you answer it, Mr. MacGregor? 


The Witness: Our endeavour in the administration of the act is to try, — 
as far as possible, to see that the licensee stands on its own feet; where a — 
licensee is owned by a United States parent there may be a disposition for the ~ 
parent to want to do its accounting and keep its records in some respects at — 
the home office in the United States. We always endeavour to ensure, as far 
~ as possible, that the licensee stands on its own feet and has its records at its 
Canadian office. There are many instances where a question arises concerning 
money flowing to or from the parent, whether it is money borrowed, or a 
supervisory fee as in this case; and our endeavour again is to try to see fees 
of this kind reduced as far as possible. We have discussed such items from 
time to time with company officers and I may say that some reductions have 
been made. But we would like to see some further reductions made if for no 
other reason than to see the Canadian company operate as independently as 
possible and pay its own way as the largest operator in Canada. It is a matter 
of opinion whether, and to what extent, payments by any subsidiary to its 
parent as a share of head office overhead are justified. 


By Mr. Cameron (Nanaimo): 

@. You speak of head office overhead. As far as Canada is concerned how _ 

can any office in New York or Chicago be the head office of this company which 
is operating under a charter from this parliament? Is there not a legal-require- 
ment that every Canadian company keep its entire books in this country at 
its head office here?—A. It is not a legal requirement, but they do keep their 


records at their head office in Canada. We must insist upon it in order to be ~ 


able to examine the financial returns submitted. | . 

Q. Surely every Canadian company must have its full books of records in 
this country?—-A. A great volume of statistical work may nevertheless be done, 
or statistics processed, where the parent company is organized for that purpose 
and has facilities for doing it. : 


By Mr. Argue: 

Q. Do other finance companies which are Canadian companies owned by 
American companies have similar fees, or is this the only one?—-A. This is the 
only licensee owned by a United States parent which pays such a fee; but there 
- are Canadian licensees who pay certain fees to their Canadian parents. 

Q. Could you give us an outstanding example in the sense that they pay 
a very substantial sum?—A. Trans-Canada Credit pays to Traders Finance, 
its parent, a management fee of one per cent for raising its borrowed money. 

Q. For what?—A. For raising its borrowed money, for raising some of its 
lending funds. Trans-Canada also pays a so-called contract fee to its parent 
for preparing documents used in the loan business. Niagara Finance pays a 
service fee to Industrial Acceptance Corporation, its parent, amounting from 
75 cents to 85 cents per month per $100; that fee is justified by Niagara because 
Niagara and I.A.C. jointly occupy a good many offices, and the fee is in re- 
imbursement of salaries, rent, and services provided by the parent. 

Q. Where Trans-Canada Credit pays to Traders Finance one per cent, for 
Traders Finance raising its funds, can you tell me, generally, how Traders 
Finance raises those funds? They go to the bank and get them, do they not?— 
A. By issuing debentures. You may have noticed in the press last fall a fairly 
substantial debenture issue floated by Traders Finance. Niagara, however, as 
a rule borrows from the banks. 


one 
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Q. Do you feel that one per cent is unduly high or that money might be 


4 saved if this company did it directly—that it could save that amount of one 
per cent? 


Mr. CrestoHut: Mr, Chairman, I rise again on a point of order. I think 
that to ask Mr. MacGregor whether a rate is high for services rendered or for 
management given is putting Mr. MacGregor in a very invidious position. He 
reports to this committee, and I do not think he means to judge as to whether 


- the company has made an overcharge or has managed its finances in a certain 


form as long as it is properly done. As to whether or not they have financed 
themselves in a way so as to minimize their tax liabilities, that is not Mr. 
MacGregor’s province, and I think that to put him on the spot and question 
him whether he thinks it is a proper, a high, or a low charge, is not a question 
which he should be asked before this committee. 


The CHAIRMAN: Even supposing that it is Mr. MacGregor’s task to investi- 
gate these charges, I do not see that he can investigate them from the same 
point of view as that of the Department of National Revenue. His field of 
occupation is somewhat different and that is why I suggest that when you use 
the word legitimate or otherwise, the Department of National Revenue does 
not come under the field of the superintendent of insurance, and of small loans 
companies, and they are not looking at it from the identical points of view as 
to whether it is a legimate or proper charge. 


Mr. Argue: I am not enquiring of Mr. MacGregor whether he thinks this 
is legal or illegal. I am not asking him that at all. But I wonder whether this 
may be a type of expenditure that is listed on the balance sheet and is some- 
thing which it is the main purpose of this committe to enquire into, in respect. 
to small loan companies, to see whether or not in fact savings can be brought 
about, and to see whether the interest rate can be reduced and a saving 
thereby made to the Canadian public. That is why I ask whether Mr. Mac- 
Gregor, who is a recognized authority, thinks that this is a type of expenditure 
which might in fact be reduced, and if it can be reduced without causing 


_. undue hardship to the company and passed on to the consumer, I take it that 


is the purpose of the committee; but I am not enquiring whether it is legal or 
illegal. I merely ask whether it is a type of expenditure which might be 
reduced. 


Mr. CRESTOHL: Would Mr. MacGregor first tell this committee whether 
he considers himself to be an expert, whether he is able properly to assess 
the value of the services which the parent company gives to one of its subsi- 
diairies? If Mr. MacGregor tells us that he considers himself an expert and 
competent enough to assess the rates to be charged, then we could have his 
answer. 


Mr. ARGUE: I do not know of any man who could have a better opinion. 
Mr. CRESTOHL: I do not know. 
The CHAIRMAN: Do you consider yourself qualified? 


The WITNESS: I should prefer to side step that question and to correct an 
error I made when I mentioned that Trans-Canada Credit, the licensee, pays 
its parent, Traders Finance, one percent as a management fee for making its 
financial arrangements. I was speaking from memory and I think the rate is 
actually one-half of one per cent. Trans-Canada does however pay its parent, 
Traders Finance, six per cent on all monies borrowed on its behalf so that, 
taking the management fee into consideration, the total rate paid is 64 per 
cent. And if I were asked for my opinion, without setting myself up as any- 
thing, I would say that 63 per cent seems rather on the high side having 
regard to the rates paid by most licensees for their borrowed money. 
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By Mr. Argue: 
Q. You mentioned a few minutes ago that Traders Finance or some other 
company floated debentures. Would you tell me the cost of the money to 
Traders Finance? 
The CHAIRMAN: Do you mean the interest rate, or the net cost? 


By Mr. Argue: 
Q. I mean the interest rate-—A. Speaking from memory I think that the 
advertisement I noticed last fall in respect to the debenture issue of Traders 
Finance mentioned the rate of 44 per cent. 
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Q. If the parent company borrowed the money at 43 per cent, and if 


14 per cent is for the cost of obtaining that money, then what in the world is 
the extra 14 per cent for, the difference between 5 and 63 per cent? It is 
merely profit or a large part of it would look like profit for Traders Finance 


Company, so that when we look at the books of Trans-Canada Credit or the 


corporation, whatever it is called, and we look at them to decide whether or 
not this company is giving value for its services, and whether or not it is 


making an undue profit, we could then tell by looking at that company because 


it is a parent RONDE Ys on the basis of providing money at an extortionate 
rate for its money, 64 per cent. 

Mr. CRESTOHL: I “think we should be a little more cautious in the terms 
we use. Where is that expression used? I do not see it. 

Mr. RreGcIER: Mr. MacGregor is reporting to us on the operations of the 
small loan companies and money lenders in his report to illustrate the net 


earnings of these companies, and Mr. MacGregor very properly points out to™ 


us and to the Canadian people that the reports are inaccurate in so far as 
they contain over-excessive charges in one case. 

The CHAIRMAN: Just a minute now, Mr. Regier. Let us get this straight. 
At no time has Mr. MacGregor used the words ‘“‘over-excessive charges’. 
Those words are yours, not his. | 

Mr. Recier: All right. JI should then point out that he adds to that 
statistical table showing the net earnings—he adds this comment: that these 
companies are paying to their parent companies a rate of interest, and also 


in one case $4 million per annum supervisory fee. If there is no reason for 


mentioning it, I am sure he would not have mentioned it; and I think he should 
be commended for calling our attention to the fact that the net earnings 
actually should be shown higher than they are being shown. Mr. Chairman’s 
figure of 89-8 per cent might well be considerably over 100 per cent if the 
interest rate to the parent company were a realistic one, and if the supervisory 
and other charges were realistic. ' 


The CHAIRMAN: But if, as Mr. MacGregor stated, you can calculate the 


profit not on the capital invested but on the balance outstanding of money 


loaned and do not charge interest as an operating expense. 


The WITNESs: I mentioned these things mainly because I think one should 
be aware of them in order to understand the full position of each licensee. 


The CHAIRMAN: What you have done is quite proper; you have given us 
information and it is up to the committee to draw its own conclusion. 


By Mr. Michener: 


Q. Is there a table which shows the total of payments which pass between 


the small loan companies and their parents? You mentioned in the case of 
~Household Finance the interest paid on their borrowed money from the parent 
company in the United States, and that they paid $500,000 as a fee; I suppose 


they pay a dividend on their paid up capital to the parent company? Is there 
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-a table which shows the total payments which pass between the companies 
which are organized in this way?—-A. No. I have not prepared a table of that 
_ type. 
a Q. Do you have the information in your reports which are available to 
F the committee?—-A. Yes. 
2 Q. The committee is interested in learning actually the cost of doing 
business for these companies as licensees, and your tables show us the cost. 
If we wish to question the cost, we would have to have the details of the 
transactions?—-A. The annual statements of course show the payments made 
by every licensee whether under the heading of interest on borrowed money 
or dividends to shareholders. 


@. Are the annual statements which are filed with your department 
privileged as they are in the income tax department?—A. The information 
is contained in a published report, and by following the reports from one year 
to the next, all that information is given. 


Q. We can see in the published annual reports the details of the annual 
statements of each of your licensees?—-A. Yes, with this comment: in the case 
- of interest paid on borrowed money, the payee is not usually shown, so that 

if the licensee borrows from the banks as well as from its parents, we would 
not be able to tell from the published statement how much the parent gets 
for the borrowed money, and how much the banks get. 
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By Mr. Fleming: 


Q. Would it not be prudent to ask Mr. MacGregor to prepare a table on 
3 that with the information available rather than to have the committee seeking 
_ for that information through the reports? We have had some discussion this 
morning which would indicate that it might be better if Mr. MacGregor pre- 
pared such a table for us.—A. I would be quite happy to prepare such a table 
but I am afraid we would be in the same position with respect to the point 
_ as any member of the committee would be, because the annual statement itself 
_ does not show the payee in the case of interest on borrowed money. 


Q. It could not be complete in other words. I have just one more question 

in regard to this matter of the average paid capital. On table 4 you simply 

_take the amount of paid capital as at January 1st and as at December 31 in 

the year, and add the two together and divide it by two. That is all you have 
' done?—A. That is right. 


a  Q. Without regard to any fluctuation in the meantime?—A. That is 
a correct. 


Q. One further question; on the supervisory fee of $500,000 in the case of 
Household Finance, at the top of page 26, that is a flat sum arrived at by agree- 
ment between the two companies? It is not a percentage agreed on?—A. No. 
It is not a round sum. I mentioned a round sum to indicate the relative 
magnitude of the fees actually paid year by year; but actually it is arrived at 
by an analysis of the expenditures of the parent company and of the Canadian 
company, and of other members of the organization. The amount of the fee 
varies every year. 


o). Q. In the many various subsidiaries of the parent company is the amount 
determined on any recognized percentage basis?—-A. What is the basis of de- 
termination for the allocation of that total amount of the company’s—parti- 
~ cularly the allocation to the Canadian offices?—-A. The formula used by 
Household Finance is quite involved and includes an analysis of salaries, ac- 
counting fees and expenses, conference fees, depreciation, directors’ fees and 
expenses, fees of registrars, transfer agents, trustees’ fees, legal fees and ex- 
penses, membership fees, office expenses, supplies, postage, express charges, 
rent, telephone and telegraph, travel, savings and retirement contributions. 
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They have a formula which involves an analysis of all these items of expendi- 
ture made both by the parent organization and by the Canadian subsidiary. 


I can give the percentages applicable in the case of some of these items; but — 


they vary a good deal. : 

Q. Does the percentage advance from year to year?—-A. Not to my knowl- 
edge. 

@. We can take it then that the formula has been in effect for a few years? 
—A. The company has followed the practice of paying supervisory fees, so far 
as I can recall, ever since 1932 when it first acquired control of Central 
Finance. 

@. In that period, has it followed the same formula?—A. No. It revised 
the formula in 1954 following some discussion that the department had with 
the company. 

Q. In which direction was it revised?—-A. Downward. I may say we 
have been living in the hope that it will be reduced more and more. 

@. Are there any other companies involved in this adjustment on the 
formula basis other than the parent companies in the United States and the 
Canadian company? Are there any other subsidiaries which have entered 
into this?—-A. Yes. The: other subsidiaries are involved. Take, for example, 


H.F.C. Limited; the unlicensed company; it is involved in the same way as 


the licensed company H.F.C. of Canada is involved. 

@. Are there any companies in the United States subsidiaries there which 
enter into this distribution?—-A. Yes, I believe there are. 

Q. Whatever may be said about the way in which the formula works out 


in terms of amount, this formula is set up with a view to distributing among — 
various subsidiaries part of the overhead cost that is attributed by the parent 


company to the total business of the total parent and its own affairs in relation 
to its subsidiaries?——-A. I think that statement is correct. 


By Mr. Crestohl: : é 
Q. Do the annual payments vary in amount?—A. Yes. 


By The Chairman: 


@. This, I presume, is a fee which the parent company and the subsidiary 
companies have agreed is the proportionate share which the subsidiary company 
should pay for the benefits which they receive by this service which is performed 
by the head office?—A. Yes. 


By Mr. Cameron (Nanaimo): 


@. Do I understand from your statement that you have been hoping that 
these amounts would be reduced and that you would entertain some doubt as 
to whether the payments are justifiable at! the present rate?—A. I think that 
payments for head office overhead are always a matter of opinion. We prefer 
to see them reduced or even eliminated if possible. I do not think that it is 
practicable, in some cases, but that is our ultimate hope. 


By Mr. Gour (Russell): 


@. I want to clear up one thing for myself. Are those head offices in the 
United States able to say to their offices in Canada and to the Canadian people, 
“We have to have so much percentage for the administration of those Canadian 


offices.” If they say it costs 6 per cent or 7 per cent, are they able to do that? 


I am referring to the head offices, and I may call those head offices United States 
office headquarters. They say to their offices in Canada here that they have to 
pay so much of a percentage to administer those things. Are they able to do 
that? Have they the right to collect $500,000 at headquarters?—-A. There is 
nothing to prevent their doing it if they can justify it. The only question is 
whether it would be allowed for income tax purposes. 
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Q. I do not think it is fair if they want to deal in this country that they 
should tell the offices in Canada that they have to pay somuch. They take away 
whatever small profit those companies do make in Canada and transfer all the 
profit to the United States and they are not paying tax. They say that those 
offices in Canada are not making money. If they want to deal in this country 
their head offices should be here and they should have to prove to the Canadian 
authorities that they have so much expense and how much they have left, for 
income tax purposes. As it is, they transfer all the cream of the profit from 
those companies in Canada back to the United States. 


The CHAIRMAN: I think perhaps you might leave that for Mr. McEntyre. 


Mr. BELL: Would Mr. MacGregor care to say whether, in his knowledge, 
he thinks that the fees charged by the finance companies for their head offices 
are lower compared to the similar fees which might be paid by other companies 
in other types of business such as the insurance business. I am speaking very 
generally. 


By Mr. Crestohl: 


Q. Would you take insurance companiés as a yardstick with head offices 
in the United States?—-A. In the first place, Household Finance is the only 
United States company which pays such a fee. 


By Mr. Bell: 


Q. In the finance field?—-A. Yes. I would hesitate to offer an opinion as 
to what is a fair share of overhead to be borne by a subsidiary. So much would 
depend upon the actual services rendered by the parent and how the subsidiary 
is constituted. Mr. Crestohl raised the question of insurance companies. So far 
_as the British and foreign insurance companies are concerned, they are not 
allowed to deduct as an expense in their Canadian statements any amount for 
head office overhead for income tax purposes and, consequently, no such amounts 
are shown in the Canadian statements at all. That is one of the elements in 
the tax formula applied to British and foreign insurance companies. It may 
seem hard on external companies to get no allowance for head office overhead 
£1 ae 

Q. Is it statutory?—-A. No. But, on the other hand, they do not pay tax 
on investment income, except where they may have Canadian investments over 
a specified limit. 

Q. But are there any other fields of activity in the business world where 
they may be operating under the same system?—A. I think it must be admitted 
that it is fairly general practice because it is covered by an international trade 
agreement between Canada and the United States of America, and Canada, and 
other countries; such an allowance as head office overhead is specifically pro- 
vided for. 


The CHAIRMAN: I do not think that you can expect Mr. MacGregor to 
cover the whole gambit of trade or manufacture. The most obvious example 
is where the parent company centralizes scientific research and charges its 
subsidiaries for a share of it. 


By Mr. Bell: 


Q. Do you not feel, Mr. MacGregor, that there is a slight difference in 
principle between the fee that is paid by Household Finance to their parent 
United States company and these various bookkeeping or accounting entries 
that may be made within various head offices and branches? There would be 
a distinction there in that generally?—-A. I really think that every case has 
_ to be studied on its own merit. 

Q. May I ask if the balance sheets of the companies would give a different 
indication of those two examples, or would they both be not shown? Is there 
any difference?—A. I think it is not usual for a fee of that kind to be shown 
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separately in the expenditure statement. The various items of expenditure 
are adjusted to take the fee into account; that is the practice in H.F.C. One 
will not find these supervisory fees listed as such in the SxPERHIRET OS in* the 
financial statement. 

Q. In the American situation, and the solely-owned situation in Canada, 
would the effect on the shareholder be different? In other words; I am suggest- 


ing that we may be worrying very unnecessarily particularly about the situa- 


tion in Canada because I feel that they may be just accounting and book- 
keeping methods that are used and approved of in every day business.—A. Our 
main interest in the fee, of course, is to get in the position of enabling us to 
ascertain the profits of the company; and also, of course, to help one form an 
opinion as to whether the present maximum rate prescribed is too high, or 
much too high, or how appropriate it is. 


By Mr. Fleming: 

Q. I understand, Mr. MacGregor, that you have sought the income tax 
department, as a matter of policy, to bring about a reduction in this so-called 
supervisory fee?—A. I do not recall that we have ever discussed it with the 
income tax department. Any discussion we had with the company was on our 
own initiative.—A. It was done independently of the Department of National 
Revenue?—A. Yes. 

Q. I take it then, independently of that department, that you have sought, 
as a matter of policy, to bring about a reduction in the supervisory fee that 
is paid?—-A. We would like to see all Canadian licensees constituted as inde- 
pendently as possible and particularly the largest operator in the field. 


Q. Did you answer my question “yes” in the beginning before you went — 


on to state that objective?—-A: I have forgotten your question. 
@. I was asking if, independently of the income tax authorities, you sought 


to bring about a reduction in the supervisory fee that is paida.—A. The answer , 


is ‘‘yes’’. 

Q. But, I take it from your answer, that your purpose in seeking a reduc- 
tion in that tax is related to a desire to see more of that service which is now 
performed at the head office done in Canada—those overhead services that 
are now performed at the head office?—A. Partly that, Mr. Fleming. We 


would not want to suggest a change in practice that would lead to an increase ~ 


in the burden of expense. But we would like to seé the largest Canadian 
operator in the small loans field organized to carry on its business as completely 
and independently as it can in Canada. 

Q@. I follow you there. I just wanted to be quite sure I understood it 
was that objective, which is quite understandable, that has led you, as a matter 
of policy, to seek a reduction in the amount of the supervisory fee paid by 
the Canadian subsidiary to the American parent company. Do I tinderstand 
that those things are related in that way?—A. Yes, I think so. 


By Mr. Cameron (Nanaimo): 
Q. Is that your sole reason, Mr. MacGregor?—A. We want to make sure 
that any such payment made is justified. 


Q. Precisely. What is the interest income of Household Finance? I am’ 


thinking of the half a million dollars fee in relation to the amount of money 
borrowers pay into the company. In other words, the relative size of this 
supervisory fee. 


The CHAIRMAN: It is slightly under 1 per cent. 


The WITNESS: It amounts to a little less than 1 per cent of the average 
amount of money borrowed by Household Finance from the payment company. 
and affiliates as shown in table 5; but I think your question is, what proportion 
does the supervisory fee of $500, 000 bear to the interest. income collected 
from borrowers. 
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Q. That is right.—A. The income of H.F.C. in 1955 is shown in table 8 


% as being about $12 million. 


Q. On small loans?—-A. Yes. So the supervisory fee would constitute 
about 4 per cent of income received from borrowers. | 

Q. If there could be any substantial reduction made in this fee it could 
reflect in a substantial saving to the borrowers if it were passed on because 
4 per cent is a substantial interest rate?—-A. Yes. Any reduction in expenses 
would result in an increase in the company’ s earnings and profits, not to the 
full extent but to a partial extent. 


By Mr. Michener: 
Q@. Does Mr. MacGregor suggest that the concern about this item is the 


‘ reduction in the cost of doing business or that he wants to see an independent 


organization in the country?—A. I think we are prompted more by a desire 
to see that the results of the company’s operations are reflected as accurately 
as possible. 


Q. In other words, it makes your accounting easier if everything is in 
one balance sheet so to speak.—A. Yes. I think that it would be easier, but 
I think our primary motive is accuracy. 

Q. We would not want to do away with a fee and find the cost of doing 
business was greater here. You would not want that position?—-A. No. We 
would not want to interfere with a company’s method of operation. 

Q@. In a way that would increase its costs. In other words, it is a matter 
of which is the most effective way to do business.—A. That is for the company 


‘Itself to decide. 


Q. You do not want to tell this great field of licensees how they should 
do business?—A. It is certainly not our function, and we have no power, to 
tell any company how to do its business; but we must insist. that the company 
keep records at its head office in Canada sufficient to enable us to verify the 
accuracy of its annual statement... 

Q. I would accept that within some limits because we have already seen 
some instances of how you direct the method of doing business in this field - 
in. your own discretion, which you are given under the act, and not in 
accordance with any legal interpretation; but I take it, you would agree any 
matter of business judgment as to salary or what is paid for any service is 
not your concern?—A. That is right. 


By Mr. Cameron (Nanaimo): 

Q@. When you speak of accuracy of accounts, I presume you have in mind 
the necessity of assuring that all items which are put into the column of costs 
are legitimately there rather than placed under profits?—-A. That is correct. 

Q. That is what you have in mind when you speak of accuracy?—A. Yes. 


By Mr. Crestohl: 

Q. How can you possibly establish what would be an appropriate charge 
for the services in the head office? We want to establish that. I would 
like you to tell us, if possible, who is the individual or who are the people, 
or by what method, can we possibly establish a fair charge for those services? 
—A.I think the explanation of any charge must come from the company 
officials themselves because they are most intimately familiar with the nature 
of the services rendered. 

Q@. But are we prepared to accept them as the arbiters of their charges? 
I do not want to be in that position. 

The CHAIRMAN: It is 1 o’clock. Perhaps we could leave that question. 


Mr. CRESTOHL: We will let Mr. MacGregor think about it. 
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MINUTES OF PROCEEDINGS 


THURSDAY, July 5, 1956. 


The Standing Committee on Banking and Commerce met at 11.00 0 clock 
a.m. this day, the Chairman, Mr. John W. G. Hunter, presiding. 


Members present: Messrs. Ashbourne, Balcom, Bell, Benidickson; Cameron 
(Nanaimo), Enfield, Eudes, Fairey, Fleming, Follwell, Fraser (St. John’s East), 
_ Hanna, Henderson; Hunter, Macnaughton,: Michener, Pallett, Philpott, Power 
_ (Quebec South), Quelch, Regier, Vincent and White (Hastings- -Frontenac). 


; In attendance: Messrs. K. R. MacGregor, Superintendent of Insurance; 
_ R. Humphrys, Chief Actuary; and H. A. Urquhart, Administrative Officer; all 
of the Department of Insurance; and Mr. Donald F. McClure, First Vice- 
president, Household Finance Corp. (U.S.A.), and other rp eres of 
certain Small Loans Companies and interested organizations. 


On motion of Mr. Fleming, seconded by Mr. ‘Michener, 


Resolved,—That Mr. Monteith be substituted for Mr. Macdonnell (Green- 
_ wood) on the Sub-committee on Agenda and Procedure. 


: The Committee resumed its consideration of Bill 51, An Act to amend the 
3 Small Loans Act. 


_ Mr. MacGregor was further questioned at length on a portion of his state- 
- ment on the Small Loans Act which he had presented at the pace meeting. 


Mr. MacGregor being still before the Committee, Mr. McClure was called; 
_ he made a statement in regard to a certain annual payment by the Canadian . 
subsidiary, Household Finance Corp. of Canada, to its parent company, House- 
hold Finance Corp. (U.S.A.); he was questioned thereon. 


‘ At 1.05 o’clock p.m., the Committee adjourned until 11.00 o’clock a.m. on 
_ Tuesday, July 10, 1956. 


Eric H. Jones, 
Clerk of the Committee. 


485 


ff as wey 
Ni ‘+ te Ape 


\ 


EVIDENCE 

THURSDAY, JULY 5, 1956, 
: 11 A.M. . 

The CHAIRMAN: Gentlemen, there is a quorum. | 
We have a motion here by Mr. Fleming, seconded by Mr. Michener, that 


_ Mr. Monteith be substituted for Mr. Macdonnell on the subcommittee on agenda 
zr and procedure. 


Those in favour? Contrary, if any? 
Carried. 


Mr. FOLLWELL: I presume that you are going to start where Mr. Mac- 
Gregor left off? : 


The CHAIRMAN: Yes. 
Mr. FOLLWELL: I have one point which I would like to have clarified. Mr. 


MacGregor made some comment with respect to the $500,000 per year fee 


charged by the parent company of Household Finance to the Canadian com- 


_pany. I think it was suggested to the committee that this fee might be unneces- 


sarily high. 7 | 
Now, I was looking over the table 7 and I think that the members of the 


committee will recall that Mr. MacGregor suggested that the fee ‘charged by 


the parent company of Household Finance might be considered unnecessarily 
high. In table 7, you will find, under the column “Other expenses except 
income tax and interest on borrowed money’, that this table shows that the 
Household Finance Corporation has an expense ratio of 14-8 per cent against 
what seems to be an over-all average of 17-1 per cent—‘“‘all small loans com- 


_ panies, 17-1 per cent”. Then also you will notice, for all the Money-lender 
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companies, their other expenses seem to be an average of 32:8 per cent. I was 
just wondering if Mr. MacGregor would like to comment on that. - It seems, 
on the basis of these figures, that he might agree that this supervisory fee per- 
mits an actual reduction in expenses rather than an increase in cost for 


_ the Canadian company. What would be your opinion on that, Mr. MacGregor? 


Mr. K. R. MacGregor, Superintendent of Insurance, called: 


The WITNESS: Perhaps I might make two main comments concerning the 
supervisory fee paid by Household Finance. The first is that the payment is 
not made for any specific goods or services, so to speak, for example, stationery 
or some particular service rendered; rather it is a payment for something of 
a much more indefinite and general nature. It is, in effect, a contribution 


_ toward the expenses at the upper level of the Household Finance Corporation 


organization as a whole, not only in the U.S.A. but in Canada also. It is the 
latter that interests us in the department especially because it results in the 


statement of the Canadian company reflecting not just the payments made 


by the Canadian company but rather in a sense, being a consolidated state- 
ment as a member of the H.F.C. organization as a whole since it includes a 
sharing of the upper expenses of the H.F.C. organization everywhere. 


By Mr. Fairey: 
Q. You mean by that that it could not be definitely tied to the expenses 
actually incurred in Canada?—A. Not actually incurred. The payment is for | 
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something of a more indefinite nature than that; it is a contribution toward 
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the know-how, skill, policy. and direction given by the parent organization. — 


The fact is that the Canadian company operates in a substantial way as a 
branch of the main organization rather than as a completely independent 
Canadian company. I referred at the last meeting to insurance companies; 
perhaps I might have amplified my comments at that meeting. We have 35 or 
40 Canadian insurance companies that are wholly owned by external interests, 
either British or foreign. I am not aware of a single instance where any of 
those Canadian insurance companies pay any fee or contribute any specific 
amount to the parent for management, policy, know-how or anything of that 
kind. If, as a result, the profits of the Canadian company are a little larger 
then, of course, it is open to the parent to gain the advantage of those profits 
through dividends to the parent. This is the only case so far as companies 
supervised by our department are concerned where a fee is paid by a Canadian 
company to its parent company. 


By Mr. M onion: 


Q. In this sort of small loans business?——A. Yes. Or in the fields of 
any of the companies supervised by the department. 


j 
A 


Q. But outside of the small loans business and the insurance ‘business, . 


surely it is self-evident that the same practice is, generally speaking, a 
rather general practice which is followed by many industries; otherwise they 
would be duplicating in Canada the same set-up that they have at the head 
offices, and they would be increasing costs and expenses and decreasing 


prbntee AG I think there is a difference between the case of a Canadian. 


branch of a foreign company and the case of a Canadian subsidiary of a 
parents company, because in most cases the subsidiary has its own top officers, 
board of directors, and so on, which does not obtain in the case of a branch 
of a foreign company. 


Q@. I was thinking of the installation, for example, of IBM machines. 


If you had to duplicate that in your Canadian branches when you have them ~ 


at the head office I submit that the expenditure for this expensive equipment 
would be heavy?—A. That, of course, is a kind of expense which is of a 
more definite nature and I would see nothing wrong with any company 
paying for statistical service provided, whether it be by an independent 
company, parent company, or anyone ets This is something of a different 
nature. : 


By Mr. Follwell: 


Q. Could this payment be for other than: nical services and could 
it be because of the fact that the parent company supplies the funds necessary, 
probably at a lower rate of interest than the rate at which they could borrow 
it elsewhere? This fee might cover definite advantages. This table would 
indicate that apparently for this fee Household Finance must get some very 
definite return, because they are able to cut their expense much lower than 
some of the other companies. 


Mr. CAMERON (Nanaimo): Do you not think that one of the reasons 


why their expenses are lower is because Household Finance does four times. 


as much business as its nearest competitor and that the overhead costs 
are thus proportionately less? . 

Mr. FoLLWELL: I think that my honourable friend will agree that it 
might be because of the increased efficiency, and the supervision and direc- 
tion, which might be given for the fee to the company and that that might 
be one of the reasons why the expenses would be lower. 


so 
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Mr. CamERON (Nanaimo): I suppose that we will eventually have a 


- witness from the Household Finance? 


The CHAIRMAN: It strikes me that we are talking about a subject about 
which we do not know much. 

Mr. Cawker, is there anybody here from Household Finance who could 
clear this up? | 
Mr. MicHEener: I think that “we will get confused if we-start chasing 
down individual points at this time. I think it would be much better to go 
ahead and finish with Mr. MacGregor: 


The CHAIRMAN: I quite agree in principle, but there has been much made 
of this point and it might be better to clear it up now. 
Mr. MIcHENER: The whole question of cost of doing business is involved 
in this one point and it seems to me that we would be going into a pretty — 
broad side issue. 

The CHAIRMAN: I might agree in principle that we should go on with the 
main witness, but so much has been made of this one individual point that I 


think we should clear it up. 


By Mr. Michener: . 
Q. Do I understand, Mr. MacGregor, that you say your opinion is that no 


fee should be paid? Am I right in that?—-A. I might make one main com- 


ment. I should like to make it clear that this payment is involved in a pooling 


of the upper expenses of the Household Finance company organization rather 


than being a payment for some specific services rendered. It results from 
a pooling of the upper expenses of all of the members and subsidiaries of the 
H.F.C. organization. I think there are several reasons why the expense rate, 
as a whole, for H.F.C. is lower than for other lenders; its size is one, and 


experience and know-how undoubtedly are others., There is no disputing the 


fact, even taking this payment into account, that the expense rate for this 


- company is lower than practically all others. 


Q. I am not clear whether you are telling the committee that this pay- 


’ ment should not be made at all or should not be as much. I would be glad if 


you would clear that up. 
Mr. MAcCNAUGHTON: That is what I want to have cleared up also. 
The WITNESS: I am far from enthusiastic about seeing any payment made 


- by an independently constituted Canadian company towards something of inde- 


finite nature resulting from ia share of the expenses of the organization as a 
whole. 


By Mr. Michener: 

Q. Whatever its nature, this is a payment made and reported to you. Are 
you telling the committee that it should not be made or should be made in 
some lesser amount?—-A. I would prefer that it be not made, or reduced to 
the very minimum, because it is payment for something of an indefinite nature 
involving expenses incurred by members of the parent organization wherever 
‘it operates. . 

Q. I take it then that your opinion is that this: payment should not be 
made in all the circumstances as you know them?—A. I would prefer that it 
be not paid unless specific items can be pointed out for which it is paid. 7 

Q. If there are, do you intend to qualify your answer by saying that some 
payment might be made?—A. I think that there can be no objection to any 
payment where one can identify the service or goods rendered. For example, 
it might be stationery supplied by the home office. 

Q. Can you identify, in your office, the purpose of these payments? 
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Mr. Cameron (Nanaimo): That is the point; he cannot identify them. 


The WITNESS: I mentioned at the last meeting the main items of expense 
that are pooled for this purpose— 


By Mr. Michener: 


*” 
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Q. You have information as to what the payments are being made for 


now?—A. They are being made to assess the Canadian company for more than 
its actual expenses incurred; for its actual expenses at the lower level and its 
prorata share of the total expenses at the upper level of the organization in 
the U.S.A. and in Canada. 

@. Then you tell the committee, in your opinion, that that payment should 
not be made? Is that the substance of what you are Saye iA. I think that 
is right. 

@. Yes. Then it follows that you are setting up your judgment as to the 


business practices that should be followed by this company in its relations - 


with its parent?—-A. I do not wish to be in the position of implying that I 
think the company should conduct its business in any particular way. It is 
an accounting matter, and whether the Canadian company’s financial statement 


should reflect an adjustment which results from sharing the expenses of an. 


international organization, is, I think, a question. 

Q. I am just trying to underctand your conception of your responsibility 
and duty as the licensing authority, because it seems to me on the one hand 
you might think it is your responsibility to regulate and control the business 
practices of the licensees—the ordinary business practices—and on the other 
hand that you might say that is not your concern. I have been puzzled by 
your comparison of the small loans companies with the insurance companies 
because it seems to me that they are two entirely different kinds of business 
. operation and have no parallel except that both happen to be licensed in your 
office and under your jurisdiction. In the case of the insurance companies 
your concern is to protect the buyer of insurance to make sure that the company 
has the assets to pay him if the risk becomes a claim. In this case you are not 
protecting the borrower because he has the company’s money already The 
only question is whether the money will be returned. The protection which 
you can give is in the matter of business practices. Actually there is no risk 
to the borrower once he ‘has borrowed the money.—A.*No. 

Q. So that your protection to him is of a different order from that given 
in the case of insurance companies.—A. I referred to insurance companies 
because we are familiar with their practices. We regard this as an accounting 
matter, and naturally we are familiar with the practices followed by insurance 
companies operating under our supervision. We have never sought to tell any 
company how to run its business; but if one desires to ascertain tlre financial 
results of a company’s operations, whether an insurance company or a small 
loans company or other, I think you must have the fullest possible understand- 
ing as to whether every item of expenditure made by it is a justifiable expendi- 
ture or is made for a rather indefinite purpose. Naturally I think question 
will arise as to the value of services rendered for any expenditure and whether, 
as an accounting matter, it is properly reflected as a supervisory fee, designated 
as such, or as an adjustment to salaries, rents, advertising, and a dozen other 
items appearing in the financial statement of the Canadian company. 

@. But does it not all lead up to one result, that is rate of charge?—A. That 
is our main interest in this particular case; namely, to understand as best we 
can the profit earnings of every licensee at of course especially the largest 
operator. 

@. Yes. As licensing authority, your responsibility is to protect the 
borrowing public to make sure that they are not charged more than the law 


a 
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permits and, as an incidental concern, as you are doing here in this case, to 
advocate a reduced rate on the basis that you consider that should be feasible 
and adequate having regard to the experience that these companies are having 
- and the profits they are making. Now, I wonder if you would like to tell 
the committee—and.I think this would be an appropriate time—whether you | 
regard it to be your responsibility to exercise more jurisdiction over the com- 
- panies than just to see that they do not make excessive charges, because it 
seems to me that there are two possible views of the function of the licensing 
authority and of this legislation. Your own view of the responsibilities, I 
think, is an important. consideration, and the committee would like to have it 
y fairly clear in its mind.—A. Well, I would certainly say that our main function 
j is to ensure that borrowers are not charged rates higher than those permitted | 
i ’ by the act; but I would also add that where a licensee is incorporated by 
4 special act of parliament and operates under the provisions of the Loan Com- 
'- panies Act, as well as the Small Loans Act, and where the department is 
4 publishing the full financial statement of the companies so constituted, we 
3 feel a responsibility to ensure that those financial statements reflect as accur- 
. ately as possible the operations of those few Canadian companies so incorpo- 
‘ rated—there are only four of them. 
a Q. That is, that they must make accurate returns—and I do not disagree 
with that; but how much further do you think you should go? You mentioned 
earlier in your evidence that you felt it necessary to restrict certain licensees: 
from borrowing by debenture which might be regarded as a responsibility 
of a securities commission or authority but not the responsibility of the 
licensing authority.—A. I think that that is not something which has been 
determined capriciously, so to speak, on our part; that is a prohibition included 
in the Small Loans Act applicable to small loans companies. We think, in 
administering the Small Loans Act, that it would be inconsistent if licensees 
otherwise incorporated followed practices, or were permitted to do things, that 
are specifically withheld or prohibited in the case of small loans companies, 
being companies incorporated by parliament. We are simply endeavouring to 
follow a consistent uniform policy with respect to all licensees rather than 
attempting to make new rules for all. We are following the policy as given 
us in the Small Loans Act itself but given there only in reference to ompet 
incorporated by special act of parliament. 

Q. Yes. That might be an answer; but, in any event, you do follow that 
policy and consider it your responsibility to do so. 

There is one other question about which I would like to ask you which: 
involves the interpretation of the authority that is given in this licensing act. 
Do you put on conditions? As a condition of licensing any applicant, have 
you prescribed conditions which are not in the act? For example, that certain 
loans shall not be made at more than a certain rate which is not as high as 
_. the legal rate?—A. We have, over the years, included two or three ‘conditions 
in licences generally, not in reference to rates to which you refer. We have 
inserted conditions from the outset in reference ‘to activities as an insurance 
agent, for example, prohibiting the licence from making a profit through com- 
missions on insurance sold in connection with loans. We have inserted a 
condition, where it appeared likely that the licensee would operate in the 
province of Quebec, to the effect that if the licensee adopts the practice of 
using the sale and conditional resale, or sale with right of redemption tech- 
nique in lieu of chattel mortgages—which are not allowed—that the rates 
involved in such sale and resale documents will be regarded as the charges 
made in the case of an ordinary loan. Another condition that we have included 
in licences—and it is the only other condition—relates to the charges that a 
licensee may make in the event of seizure of chattels. Those are the only 
conditions of a general nature. We have, of course, from time to time inserted 
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conditions in licences concerning the authority to make further loans. Some-. 


times the authority of a licensee is restricted to loans already on its books. 
; Q. Have you made it a condition that only a certain rate, being less than 
the legal rate; be charged in respect to any class of business?—-A. Never. I 
would say, in this particular instance, we have never felt it open to us to 
strike out the item from the statement of the H.F.C. or to tell the company 
that they cannot make it or should not make it. We have discussed the item 
with them several times and I think- they are aware of our view that we 
would like to see it reduced to the minimum. 


Q. The words of the licensing provisions of the Small Loans Act give 


some basis to your supervision of the operations of the company because. 


licences are granted according to section 5, subsection (2), on the basis 
of efficiency, honesty and fairness to Poa ere I would interpret that as 
efficiency in general terms for the 73 licensees here; and if they are observing 
the law in not charging an illegal rate, or generally carrying on their business 
—efficiency, and are not dishonest, ana carrying on their business—which I 
think is of great importance—with fairness to borrowers, then it seems to 
‘me that the details of their day-to-day operations, including such things as 
inter-company relationships, would be beyond supervision in practice in the 
case of so many companies, and you would have to judge them more by 
their results than by the details of their operations. Am I stating the problem 
correctly? Perhaps you would comment on that view?—A. First, I should 
make it clear that the licences are granted by the minister. Where I have 
used the expression “‘we’ I did not mean to imply that the department, issues 
the licences; they are.issued by the minister. 

@. I take it that he does not grant licences except on your advice.— 
A. Secondly, I do not think that the lenders themselves feel that we have 
plagued or nagged them about inconsequential things. Frankly, we have not 
the time to do that even if we were so disposed. But I think it is entirely 
reasonable, in the administration of the act, that we should at least discuss 
with ligenseds some items of relatively tence magnitude, or some practice 
that the licensees may be following which we think is rather unusual. That 
is what we really have done in this instance. 


Q. Would you illustrate about how frequently these discussions are held 
and how many licensees are involved? That would perhaps give us an idea 
if the supervision of the actual conditions of the business of the licensees 
becomes a responsibility of your office?—A. Under the act, the superintendent, 
or some member of the examination staff, is required to visit at least once 
every year the chief place of business of the licensee. In practice, our exam- 
iners, when they are in different parts of the country on other business, for 
example, examining insurance companies and loan and trust companies, go 
into the branch office of the licensees in those particular localities and check 
the charges and practices that the licensee is following in that locality. After 
every examination a report is made to the Superintendent; sometimes there are 
no items that are worthy of discussion with the licensee at all. In most instan- 
ces, however, there is some point, or there are a few points, that are taken up 
with the licensee—perhaps overcharges or undercharges. If I may, -I would 
retract that statement because the overcharges are incidental and few; I would 
not mention them as though it is a general practice because it is not. But all 
through the year we may be in correspondence with the head office of a 
licensee about several different matters: it might be ad verisine or some item 
in their financial statement. 


Q. Have you found the licensees ence cooperative with respect to the 


suggestions that you and your inspectors have made?—A. Yes, we have. 
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| a0), Have you had to suspend or cancel any licensee for infringement or for 

practices which you felt disqualified it from holding a licence?—A. Yes, but 
not often. In the early days of the act some prosecutions were necessary both 
with respect to unlicensed lenders and, in at least one case, of a licensed lender. 

Q. But they generally comply with the requirements of your office?— 
A. Yes. Our relations are quite harmonious and we have no complaint about 
their cooperation at all. I think that every licensee is almost as interested as 
we are in improving conditions. 

Q. The reason that we are here is that. some think they are doing business 
on the basis of a profit which would permit a reduction of the maximum rate 
and still leave an adequate balance?—-A. More particularly in the field of loans 
above $500. P 

_  Q. I was interested Tas week to hear you say that you really had no 
emphatic recommendation to make with respect to the loans up to $500.— 
A. This bill does provide for a slight reduction in the rate applicable to loans 
under $500; but the main effect would be in reference to loans above $500. 

Q. Thank you. 
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By Mr. Cameron (Nanaimo): 


Q@. I take it, Mr. MacGregor, that you would be consulted, and in fact 

-. your advice ould be sought, by the minister if it was contemplated to make 
some changes in the act such as the changes which we are considering now, 

and that your advice as toa possible change of interest rates would be sought?— 
A. I think that is reasonable, Mr. Cameron. 

Q. In order to give the best advice you could you would feel that you 
had to have a very clear picture of the actual profit situation of oe com- 
panies, would you not?—A. Yes. 

Q. Did I understand you correctly when you spoke of that $500,000 paid 
by the Household Finance to its parent company as going into a pool for, I 
think you said, the higher brackets?—-A. Upper expenses. 

Q. Some higher expenses. Would I be right in assuming by that that you 
meant that it went into a pool for possibly, salaries and bonuses for the higher 
bracket of executives in the parent company?—-A. The expenses that I refer- 
red to at the last meeting, which are pooled, are salaries, accounting fees and 
expenses, conference fees, directors’ fees and expenses, fees of registrars, 
postage and express, rent, telephone and telegraph, travel, and some others. 
The practice followed is for the expenses of this nature to be pooled by the. 
parent, the various branches, and subsidiairies of the parent, all being included 
in the pool. Then a share is assessed against the Canadian subsidiaries in 

the proportion that the net income of the Canadian subsidiaries bears to the 
total net income of the organization as a whole. That effects a subdivision of 
these pooled expenses between Canada and the U.S.A. When the share is 
assessed against the Canadian subsidiaries it is subdivided again between 
H.F.C. of Canada, the licensee, and H.F.C. Limited, the unlicensed company, 
on the basis of 50 per cent in proportion to the average number of accounts 

_ outstanding during the year, and 50 per cent in proportion to the average 
amounts or balances outstanding during the year. 

Now, having reached that point, namely, the share of these upper expenses, 

- so to speak, that should be borne by the Canadian subsidiaries, the practice 
- is to substract from that share the payments under these heads that were 
actually made by the Canadian subsidiairies and the difference represents the 
supervising fee which is paid over to the parent and appears in the financial 
statement of the Canadian subsidiary by way of adjustment to these various 


items of expenditure. 
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Q. Now, Mr. MacGregor, what is the legal position of the parent company ~ 
with respect to the Canadian company? Is it any other dees than that of — 


-_ a shareholder?—A. Legally I suppose not. 
Q. It is merely a shareholder, is it not?—A. a should think so, legally. 


@. And as a shareholder it is entitled merely to the profits made by the 


company it owns in the same way you and I would be entitled, for instance, 
if the American company was one shareholder and you and I were two other 
shareholders, to our share of the profits made by them; but neither of us would 
be able to go to the company and say, “Before you liquidate your profits, 
allow a certain allowance for the expenses of my car and other expenses”. 
That is what the company is in effect doing. 


Mr. MACNAUGHTON: The witness said that he did not Tan 


By Mr. Cameron Mein aheys 


4 


Q. He did; he answered. You were not listening, Mr. Macnaughton; A 


sometimes you do not, you know. Let us clear up that point. In your opinion, 
the position of the parent company is legally and solely that of a shareholder?— 
A. I am not a lawyer, but I think the main relationship between the two is 
that of a shareholder. 

Q. Yes. Now, that being the case, then what justification can there be for 
paying to that shareholder anything except his share of the profits?—A. I 
should prefer to leave that to the lawyers. 

The CHAIRMAN: Asa lawyer, I am prepared to tell you that you are talking 
through your hat. 

Mr. CaMERON (Nanaimo): Good. Tell me how. 

The CHAIRMAN: Because any subsidiary company is entitled to make whit. 
ever payment is recognized for tax purposes by the income tax department 
for whatever services they feel they are paying for; it is quite legal to do it. 
When you speak about the illegality of it, you are talking through your hat. 

Mr. CAMERON (Nanaimo): I was suggesting that there is only one legal 
position with respect to the parent company and that is of a shareholder in 
the wholly-owned company. I suggest that you examine the practices of 
such wholly-owned Canadian companies and you will find that the legal posi- 


tion of the parent company as a shareholder in the subsidiary company is very . 


carefully maintained all the way through; that is its only position. I suggest 
that this is something which certainly should be examined. I intend to raise 
this when the Department of National Revenue estimates come up. 

Mr. Puitpott: That is what we are doing.: 


Mr. Hanna: Mr. Chairman, we started this discussion on Tuesday and 
have gone into it fully today. I like your suggestion that perhaps we should 
hear some representative from the company, because this is an isolated case. 
Apparently it apples to only one company. I would hope that the committee 
would agree, while we are on this item, now or later, to hear a representative 
of this company and_ perhaps _ his ee might help us in our 
understanding. ; 


The CHAIRMAN: Mr. MacGregor has asked to be allowed to correct one | 


point. 


The WITNESS: In answer to the @uectied which Mr. Cameron asked about 
the procedure followed in pooling these expenses, I mentioned various items 
of expenditure that are pooled. I should have made clear that the whole of 

-each of these items is not pooled in every case; in some instances the whole 
is pooled, but in other cases only 50 per cent or some other percentage. 
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By Mr. Henderson: 
Q. Mr. MacGregor, did you recognize this $500,000 eed’ as an expense? 


Ss —A. It is reflected as an expense in the financial statement of the company. 


@. And the financial statement as. far as your branch is concerned has 


‘been proved. I do not agree with our friend’s suggestion that the shareholder 
_ of any company should be barred from receiving funds from another company | 


when those funds are repayment of expenses. Is that not a correct premise? 


. —A. That strikes at the root of the question. What kind of expenses are 


they? It is a sharing of the general expenses of the organization as a whole, 


~ both in Canada and in the U.S.A. 


Q. Anyway they are listed as expenses and proven as Cauenaes. Have your 


e ‘inspectors sufficient authority to go into these companies’ books and allocate 
.. what this $500,000 is charged against? It. may be an executive account or 


rental account all the way along. Are your inspectors able to allocate that 
$500,000 to different subheadings and expenses?—-A. The question of whether 
we should allocate it really does not arise. The company itself in filing the 
statement allocates the payment. 

Q. Undoubtedly it would cause some concern in your inspectors’ minds, 


Have they the authority to go to see how that $500,000 is split up as to rent, 


advertising and so on?—A. That information is all available to our examiners 


when they visit the office of the company, but we have it in Ottawa anyway 
_~ because the auditor’s statement reflects it. : 


Q. Would your inspectors go and inspect what this $500,000 was allocated 


to in the company’s books and ask them to produce it?—-A. It is really not 


¢ necessary for the examiner to do so because we know it is an acocunting 


procedure determined by formula by the parent and we can sit down in 


- the department, or in this room and go through the arithmetic, if we are 
- given the items of expense that are included in the pooling. 
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Q. What I am concerned about is that in your reply to Mr. Michener 


‘ you stated that Household Finance is an independently constituted company. 


I would not want that to get confused with an independently constituted 


company in this country, and therefore we have the right to know how this 


$500, 000 has been divided in the company’s books. Since this is the only 
company that has been paying $500,000 to the United States, I would have 


thought that in your own mind, and in your inspectors’ minds, you would 
raise the question as to just where they allocated those in the expenses of 


the Canadian company.—A. It is distributed amongst these dozen or twenty 


heads that I have mentioned—salaries, directors’ fees, rent, telephone, teleg- 


raph, and so on. 
-Q. But your inspectors would inspect that down the line to see it was 


~ allocated to different expenses of the company’s operation? Is that correct?—A. 
In the normal course of preparing the statement the company itself shows it. 


Q. Did they do it in this case? This is the only case where money was 
paid to the United States, and I assume the question would be raised in your 
branch as to why. What I want to know, in this case, is did your inspectors 
satisfy themselves, on the company’s books, that this $500,000 was properly 
allocated to different subheadings or expenses of the Household Finance com- 


pany generally?—A. Yes. It has been allocated in accordance with a formula 
determined by the company itself. As far as the examiners are concerned, 
frankly I do not think that they have been worrying their heads too much 


about this item because it has been going on for twenty-five years and has 


e been a matter of some discussion between the department in Ottawa and ne 


company. 
Q. As far as this $500, 000 paid to the parent company in the United States 
is concerned, are there any other expenses that go there besides dividends?—A. 


To the parent? 
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Q. Yes.—A. Only interest on hecrewed money. 

Q@. Interest and possibly dividends if there are any?—A. Yes. 

Q. Is there some advertising expense from the American company which 
_ is charged back as an expense item to the Canadian company?—A. Advertising 
is one of the items that is pooled under the heading ‘publications and 


publicity”, so that the expenditure reflected in the statement of the Canadian 


company would be its pro rata share, so to speak, of the advertising costs of 
the organization as a whole, both in the United States and in Canada. 

Q. I mention that because, living on the border area of the United States, 
I know there is a lot of advertising which comes across the border and a lot 
of it which goes over there. I was wondering if there is any separate 


advertising account which the parent company is charging under another — 


account to the Canadian company?—A. mip ly as one of the ingredients in the 
expenses pooled. 

Q. Now, there was something which you mentioned to Mr. Macenes in 
talking about your control over the seizure of chattels. I would liké to know, 
under that seizure, when a truck is seized under a loan and that truck is 
filled with goods belonging to a third party, if it is proper that those goods 
should be seized along with the truck, and the third party then deprived 
of the goods?—-A. Frankly I do not know what the legal position of the 
licensee would be in attempting to seize both the truck, which presumably 
formed the security for the loan, and some goods which are being transported 
in the truck; but I can say this, that the number of seizure in practice is 
extremely small and in the case of Household Finance Corporation the largest 
operator, I think last year there was only one seizure of chattels. 


By Mr. Henderson: 

Q. Just what would happen in a case like that?—-A. I do not recall that 
we have ever had to deal with it; I do not think we would be called upon to 
take any action. 

The CHAIRMAN: Are you not getting astray? You are asking for a legal 
opinion from somebody who is not a lawyer. Would not his attitude at the time 
be governed by such legal advice as he obtained, probably from the Department 
of Justice? I think we are getting a little we there. 


By Mr. Fraser (St. John’s East): 


Q. I would like to ask if the formula laid down by the parent company 
has been changed at all in the allocation of the expenditure?—A. It was changed 


in 1954 after some discussion between the department and the company. The 


main effect of that change was to eliminate some of the intermediate salaries 
that were previously pooled but which since 1954 have been excluded; con- 
- sequently the effect was to reduce to some extent the burden of this supervising 
fee. However I may say that even that. question is still one which is under 
discussion between the department and the company because the old formula 


is still being followed in the sense that the extra amount or the difference in. 


amount between the two formulae is still being reflected in the profit and loss 
account of the company. It is not being reflected in the regular expenditures 
of the Canadian company but apparently the Canadian company is still expected 


to pay the parent on the basis of the old formula. As I say, that matter is still _ 


under discussion. 


Q. But when it is Heoueht into effect actually it will have the result of 


reducing the contribution of the Canadian company?—-A. That has been our 
understanding of the effect and the intent of the change ever since 1954. 

@. What would be the total amount of the pool?—A. I can only give you 
readily, Mr. Fraser, the figures for 1958 which was the last complete year prior 
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to the discussion I referred to; the total pool for 1953—-perhaps I should give 
- you first the amount of the: pool on the basis of the formula followed prior to 
_ 1954; the pool on the old basis amounted to $4,227,000; the Canadian share— 
_ that would be not only for the licensed company but for the unlicensed company 
also—amounted to $1,241,000. , 

The Canadian companies actually paid directly the amount of $734,000 and 
the difference between the latter two figures, that is, the Canadian companies 
share and the amount actually paid by the Canadian companies was $508,000 
and after adjustment for the rate of exchange prevailing at that time it was 

_ $499,678, being the supervisory fee for both companies, the licensed company 
and the unlicensed company. 3 

On the basis of the new formula the total pool was $2,103,000, and the 
Canadian companies’ share was $618,000; but the actual amount paid by the 
Canadian companies was $234,000, the difference representing the supervisory 

_ fee being $384,000 and after adjustment for exchange, $378,000. 

Q. Thank you. : vi a 


| The CHAIRMAN: In view of the fact that such an issue has been made of 
_ this point I rule that we make an exception in this case and ask Mr. Cawker— 
_ or whoever is here representing Household Finance—to explain this matter 
- and let us get through with it and then go on with Mr. MacGregor. | 
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By Mr. Macnaughton: 


Q. May I ask this question along the same line: I am trying to be as fair 
as possible to Mr. MacGregor, but I am disturbed by his statement on page 26 
about the supervisory fee which Mr. Michener discussed at some length, because 
it is a matter of great principle in that it effects not only Household Finance 
_ Corporation—and I know nothing about Household Finance Corporation—but 
- it also affects companies generally. You said that in your opinion—if I am right ~ 
_ —Household Finance Corporation was a well run company and that its rates — 
were fair.—A. I do not think I used the latter words “that its rates were fair’. 
Q. You said it was one of the large companies and that in your opinion 
_ it was well run; and then you go on to object about the supervisory fee; and 
on page 26 you said also, I think, that it was paid or formed part of a general 
sharing of general expenses, and that means that the money was paid for 
_ services rendered. If you did not object to their paying for these services—I 
mean, if they did not let these services for which they pay, they would have 
to set up means of performing those services here and it would cost money, 
and perhaps a great deal more in the long run.—A. That is an uncertain 
question. | ; 
Be Q. But we do not know. My question is how far should your. department 
- go into the internal operations, policy and management of business generally ?— 
A. We simply go as far as we can to ensure that the financial statements of 
-. companies operating under our supervision accurately reflect the operations 
of the companies, and if we encounter an item of an indefinite nature, natu- 
_ rally we discuss it and try to ascertain its true nature. That is all we have 
done here. . 
_ Q.-I agree with you; but where you are dealing with questions of man- 
_ agement—you acknowledged that this company was being run efficiently; but 
- you say to them “You should not do it that way.” Is that the function of 
a your department? Have you got the practical experience or have you men 
__ with practical experience to go in and tell management that they are making 
a mistake and that it should be done in some other way?—A. I think it is 
s simply a question of accounting. I would not stress the idea of objecting to 
the payment so much as I would stress our desire to ascertain what it is for, 
and the fact that rightly or wrongly it results in the financial statement of 
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the Canadian companies reflecting ‘not just the expenditures made by it, but 


results in a kind of blended or consolidated statement involving expenditures 

made by the organization as a whole in other countries where we know ~ 

nothing whatsoever about the -justification for the salaries or other items of 4 

expenditure that may be made there. % 
Q. I agree that you are entitled to have a reasonable agnaiiaion: ‘but if 


I were operating a business; and if that business were efficiently operated, as 
the results would prove, I do not know if I would like it too much or would 
be too much in favour of governmental authority coming in and telling me | 
that my business practice and operations were wrong and that I should change — 
my methods of paying my executive set-up.—A. In our work the last thing 
we have in mind is any intention to meddle with a company’s internal affairs, 
but I do believe I would be subject to criticism by this committee if, as a 
matter of general practice, every licensee were owned by a'parent either in 
Canada or elsewhere, and with whom we have no official connection, and if 
in every case the licensee made a lump sum payment or a large payment osten- 
sibly for something or other and we made no effort to ascertain what it was 
for. If we were in that position it would be almost impossible to determine 
the true profit of the licensee or to form an opinion whether the maximum — 
rates were appropriate or not. 
The CHAIRMAN: I think we may rest En ae ‘ 
Mr. MaAcnauGHTon: I think that is reasonable. : 
Mr. Cameron (Nanaimo): I think we should hear someone from the — 
company. At no time did Mr. MacGregor suggest that he wished to interfere 
with management, and at no time did he suggest that the company should 
change its practice in the way it paid its management. | 
Mr. MAcNAUGHTON: Are you saying that, or is Mr. MacGregor saying it? ~ 
Mr. Cameron (Nanaimo): Mr. MacGregor did not say it. You are putting — 
- those words into his mouth. | 
Mr. MacNAUGHTON: I am not putting words into Mr. MacGregor’s mouth. 
Here we have a superintendent and a very good one, and I want to know just 
how far this superintendent or any superintendent can go into the internal 
affairs of a business, once you prove that it is successful in its operations, and 
providing that it conforms to the law. Where do we stop? 5 


Ris oe ok tatat 


The CHAIRMAN: I think we may rest assured that if Mr. MacGregor did not 
go into the question of how this sum was made up, the Department of National 
Revenue would very definitely go into it. I suggest to Mr. MacGregor that he 
go on and clear up this point for us so that we may proceed with his statement. 


By Mr. Follwell: 

Q. Is this committee to assume that your entire criticism of this amount 4 
paid as a supervisory fee to the parent company is a matter of your criticism EB 
of their accounting formula?—-A. We have expressed our views to the company, 
but we have not imposed them. | | | By 
Q. No, I think that is the point, or the crux of the matter. It is a matter of © 

the way in which this company carries out its accounting formula, and if they ¥ 
allocate this $500,000 to a certain item of expenditure, you ‘would have no é 
criticism. Am I right? * 
Mr. Cameron (Nanaimo): Providing it was legitimate. es 
The WITNESS: I would have to qualify my answer because they did distri- 
bute this item to various items of expenditure. 
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By Mr. Follwell: . 
a Q. You are not criticising their accounting formula?—-A. No. What worries 
_ me is the fact that the statement of the Canadian company reflects a sharing of 
_ expenses, including those incurred in the United states, and whether the share 
‘ _ is justified'as an expense or not is, I think, a question 
> The CHAIRMAN: Let us try to find out from an officer of the company. Have 
__ they an official here? ranaae 
: Mr. C. M. Cawker (President, Canadian Consumer Loan Association) : 
’ Mr. D.-F. McClure, first vice-president of Household Finance Corporation 
% (U.S.A.), and vice president and secretary of the Canadian licensee is here and 
Iam quite sure he would-be most happy to give evidence on this matter. 

The CHAIRMAN: Very well; will Mr. McClure please come forward. and 
explain to the committee how this sum is made up? 


Mr. Donald F. McClure, (First Vice-President, Household Finance Corp. (U.S.A.),) 
- called: 


The WITNESS: Mr. Chairman, my name is Donald F. McClure and I am one 
of the officers of Household Finance Corporation of Chicago as well as a director 
_of the Canadian company. ° | 

My home is in Chicago. Should I identify myself any more than that? 

The CHatrRmMan: I think that is sufficient, unless any member of the com- 
mittee wishes to have further, identification. 


The WITNESS: Having sat through the hearings for the last two sessions, 
and, having’ a very great interest in this point, I have made a few notes in an 
endeavour to be as helpful as I can on what, we must all agree, is not an easy 
concept to grasp. 
In the operation of any enterprise which involves branch offices, and those 
branch offices straddle various jurisdictions, there are certain specialized func- 
tions which can be performed at headquarters for the benefit of the several 
operating units at a saving in expense as compared with duplicating those 
_ functions at the several branches, ahd it is this which gives rise to the need 
to allocate to the branches such headquarters disbursements so that the true 
_ cost of the product or the service at the branch level can be known. | 
This allocation must be based upon actual disbursements rather than 
_ upon estimates, and it should be arrived at on the basis of a fair method. : 
. The company involved of course is primarily interested in the correctness 
of this allocation, because otherwise an inefficient operating unit might be 
_ unjustly subsidized; and the income tax authorities have an interest to make 
certain that the expenditures allocated are properly deductible for tax pur- 
_ poses; and in the case of lending organizations, the rate-making bodies have 
- an interest to protect the borrowers against unjustified expenditures. 
fe Now, I shall give you a little background very briefly, so you may have a 
_ proper perspective. During 1955 Household had outstanding on the average 
_ throughout the year—and I am giving you consolidated figures which include 
- both Canada and the United States, and those figures are expressed in terms 
of United States dollars—Household had outstanding throughout that year 
$406 million of customer notes receivable on which its gross income was 
approximately $97 million. 
_ Operating expenses, which excluded income tax and interest, amounted to 
_ $49,900,000 or a little more than 51 per cent of the gross income. 
. Of these operating expenses $42,900,000 or 86 per cent, were dispersed 
at the branch office level, and $6,977,000, or 14 per cent, were dispersed at 
the headquarters offices in Canada and the United States. 
76452—24 
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Most of these Canadian and United States headquarters expenses related — 
directly and clearly to the operations either in Canada or the United States, 
and no allocation was necessary as between the two countries; but there 
is a residue of general management disbursements which are subject to — 
allocation between the two companies because they are not easily tagged as 
solely for the one or the other country. ae 

Now, the Canadian income tax people have very definite ideas as to how 
this tagging should be done. The formula’ which they have used for a™ 
number of years is backed by. good reasoning, and the companies’ book | 
entries reflect the income tax formula. Applying the income tax formula to q 
these general management expenses, subject to allocation, showed us early 
in 1956 that $725,000 of the United States disbursements of 1955 were 
allocatable to Household’s two Canadian operating companies; they were 
divided between the two Canadian operating companies in this manner; © 
$421,000 to Household Finance of Canada which was the small loan licensee, 
and $304,000 to Household Finance .Corporation Limited, which makes a total © 
of $725,000. : Ly 4 

‘This amount allocated by the two Canadian companies in 1955 was © 
equivalent to 6/10th of one per cent per annum on $121,957,000, the average — 
amount of customer notes outstanding in Canada alone. Our total here, ie. — 
in Canada, is a combination of what the licensee has, customers receivables — 
of about $52 million or $53 million, and what Household Finance Limited — 
has—at the end of the year in the neighbourhood of $91 million. The average ~ 
~ was $121,957,000 throughout the year. J : 
If you could eliminate these disbursements of $725,000—in our judgment — 
it could not be done, but if you could—it would reduce the rate charged to- 
borrowers by 5/100ths of one per cent per month. : a 

Now, the Superintendent of Insurance has different ideas as to the © 
allocation of these expenditures, and the company finds itself in the un- — 
comfortable position of having to serve two masters. The companies evidence © 
that the Canadian operation was less expensive because of the functions : 
performed for it in the United States was met with the doctrine that the i: 
need for any function to be performed for Canadian subsidiaries in the ~ 
United States should disappear, to the end that the Canadian companies — 
eventually stand on their own feet. | : :. 

After discussion, no objection was offered to our using a somewhat differ- — 
ent formula which produced a smaller sum allocated to the Canadian cor-— 
porations. We know that the revised formula would understate the Canadian ~ 
companies’ true expenditures, and correspondingly it would overstate their real 
earnings, but it seemed clear that we had lost the argument in connection with ; 
our report to the Superintendent of Insurance. : a 

‘Application of the revised formula to the general management expenses 
subject to allocation for 1955, showed that 485,000 of the United States dis- 
-bursements were applicable to Household’s two Canadian companies. This was — 
divided between the two companies as follows: $281,000 to Household Finance ~ 
Corp. of Canada and $204,000 to Household Finance Limited. The total is. 
$485,000. This has been called a supervisory fee; it is not a supervisory fee 
in the usual acceptance of that word, but rather a reimbursement for the cost — 
of functions performed for the subsidiary by the parent. — AN 

It was reported at the last session here that the total of approximately 
$500,000, which is actually $485,000, was applicable only to Household Finance 7 
of Canada, and this is of course incorrect. Only $281,000 was allocated to 
Household Finance of Canada. It was this sum of $281,000 which was included 3 
in the operating expenses of that company in its report to the, Superintendent ~ 
of Insurance. The $140,000 difference between that allocation—the $281,000 
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and the $421, 000 which was on the books for income ‘tax purposes—had to be 
Pre ecorded some place, and was recorded as a reduction after tax adjustment in 
- the earned surplus account of Household Finance of Canada. Thus, the income 
statement of the licensee appeared slightly higher than it otherwise would, a 
' fact which may give some comfort a ee 8 who are interested in a rate re- 
duction. ; 
So much for the facts. Now we come to the real heart of the question 
.. which is what are the services that the Canadian operation received for the 
4 allocation of $485,000 or $725,000, whichever one of those figures you prefer 
_ to discuss. The answer is it received those services which can best be per- 
- formed in one place rather than in two—and let me enumerate. 
We have, in Chicago, a personnel department. The hiring and the train- 
. ‘ing of new personnel is a vital function, particularly for this business, as the 
lending business cannot operate without men or money, and sometimes I be- 
q lieve that the man problem is the most acute. The technique of selecting 
- qualified employees from applicants for the job, and for training such people 
_ after they have been hired, is a professional matter. Canadian employees are 
4 hired and trained in Canada by Canadian personnel, but the techniques and 
_ the training material have been developed and are constantly being improved 
4 in Chicago where the work began. It would be an unnecessary expense to 
* duplicate this work in Canada since a training tool, once perfected, is as ef- 
| fective in Ottawa as it is in Detroit. 
4 Then there is the consumer education department. Household has been a 
E. leader, we believe, in producing pamphlets and guidance material for helping 
- consumers budget their incomes and to become better managers of their fin- 
- ances. The preparation of this material requires a small staff of home eco- 
'_homists. As the Canadian business developed, it was believed—wrongly as 
we later: discovered—that this material should be revised by Canadians for 
4 Canadians. Fora time we partially duplicated the department in Toronto. 
af Experience showed that this duplication was unnecessary and costly. The 
two departments are now merged in Chicago. Minor changes in the material 
made the same pamphlets and material equally acceptable on both sides of the 
border. 
4 _ We have a research department. The statistics, which compare the operat- 
. ing results of Household’s 770 branch offices Anes 75 supervisory units, are 
prepared by a group of statisticians in Chicago. The compiling of these figures 
4 is greatly facilitated by a battery of IBM machines. It would be uneconomical 
oe to duplicate this department in Canada as its general output reaches the Cana- 
~ dian supervisory and general management staff as promptly as it reaches 
4 comparable staff people in the United States. This material forms the basis 
_ for intramural reports. In fact, it comes’ close to providing the driving power 
f pf our organization. 
- Do not confuse this statistical material with the books of accounting. All 
a Canadian books of accounting and bookkeeping are in Canada. 
Sam Finally, and most important, is what we can call, for lack of a better term, 
ra the financial department, although we have no such department in the formal 
“sense. Under this heading I will group all functions which involve the secur- ° 
fi Ing of funds which the company must have to operate. Now, this is a large 
and growing task-—quite so within the United States and even more so here 
in Canada. Household’s Canadian customer notes receivable increased $13 
i million in 1953, $174 million in 1954, and $33,400, 000 in 1955. 
Mr. MacGregor has told you some of the difficulties which small loans 
Be veianice and money lenders have in trying to raise funds in Canada. In 
truth it is impossible to obtain, in Canada, the amounts needed to finance 
“such growth as Household has had in recent years. Every effort is made to 
enable. the Canadian subsidiaries to stand on their own feet. From the point 
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of view of lending operations they are independent; but from the point. of view 


of finances, the Canadian subsidiaries are dependent upon the American money © 


market. At the present time no useful purpose whatever would be served in 
establishing an office of a financial vice-president in Toronto. 

Now, what is the significance of the cost, the untagged aggregate cost, of 
these services part of which is allocated to the Canadian operation? At the 
end of 1955, the Canadian companies were employing $147 million in their 
business of which $115,800,000 was borrowed-from the parent. If you relate 


the $485,000 allocation to the $115,800,000 total advances which the parent - 


had made to the Canadian companies by the end of 1955, you see that it amounts 
to about 2 of 1 per cent per annum; if you relate the $725,000 allocation to 
the $115,800,000 advance of the parent to the Canadian subsidiaries, it amounts 


to slightly more than 2 of 1 per cent per annum. These fractions measure - ) 


the Canadian companies share in 1955 of the salary, travel, telephone, postage, 
legal and miscellaneous expenses of the staff which performed the services 
enumerated, and produced $115,800,000 of borrowed money for the Canadian 
operation at an average interest cost of 44 per cent per annum. 

As long as the Canadian business stands in need of large amounts of capital, 
and as long as it is substantially less expensive to perform certain professional 
functions in one cffice rather than in two, the disbursements of the United 
States headquarters are bound to exceed by a substantial amount the disburse- 
ments of the Canadian headquarters for purely general management functions. 
This, in turn, will require a fair allocation of such disbursements between the 
Canadian companies and their parent. ; 

The purpose of the division of these functions and the corollary of the 
necessary allocation is to provide a reel lending service at the lowest cost $0 
the Canadian borrowers. 

That statement may perhaps be more general than you wish. ; If you eae 
questions which you wish to ask, I will try to answer them. 


The CHAIRMAN: Before questions are put to Mr. McClure, I do not know 
whether he will be a witness later for the Canadian Consumer Loan Associa- 
tion, but I would ask you to restrict your questions, at least reasonably, to the 
point under discussion. 


By Mr. Fleming: 
Q@. Mr. McClure, how many companies are thére in the United States 


under the ownership and control of the Household Finance group?—A. If I © 
were to say it was perhaps in the neighbourhood of 120, I do not think that - 


would be in response to your question... We have in the United States in the 
neighbourhood of 575 branch offices, and I would say that of that 575 about 
120 of them are separate enrporetions wholly-owned by the parent, and the 
balance are owned by the parent holding company. ; 


Q@. These corporations pperale under various jurisdications?—A. Thirty- 


six states. 

@. Ahd do you have the similar problem of allocation or distribution 
of ne form of overhead costs as among the various state jurisdictions in the 
» United States?—-A. Yes, sir. 


@. Would you make your comment specifically on the point raised by — 
Mr. MacGregor? Mr. MacGregor’s point was that the Canadian corporation— ~ 


and I take it this would apply to both Canadian corporations— should not be 


operated in the same way as branches of a proprietary company. Would you 


4 


make your comment specifically on that point, please, and relate it to this — 


matter of allocation of cost distribution?—-A. There is a difference, of course, 


between a branch and a headquarters. The purpose of a headquarters branch © 


is to perform centralized functions which can be more economically performed 
than could be done if you duplicated that process in the various branches. 
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_ When you have a large Canadian business, such as we have here, you must 


_ have a Canadian corporation, and it needs a Canadian headquarters, and it in 
- turn has its branches. 


The Canadian headquarters Bheuid be et ae to be as independent as 


it economically can. And, as I have stated, we believe that our Canadian 


operation, which is managed from the Toronto headquarters, from a lending 


‘point of view is completely independent; but there are certain functions which 
for the Canadian headquarters still are either uneconomic because of the rela- 
_tionship between the two companies, or impossible-for them to do. These are 


the functions which I enumerated. One reason why the cost is less is because 
of the historic fact that the parent already existed at the time the Canadian 
subsidiary was established and we continue to perform those functions in the 
United States and since it is.a larger operation than in Canada we allowed that 
function to spill over to the Canadian operation. , 

The main thing which takes the largest bite out of this allocation is the 
financial one. For the Canadian operation to have assembled an aggregate of 
$147 million—which was the total by the end of the year—most of which 


has grown up since the termination of World War II, would have required the 


Canadian headquarters ,staff to spend a great deal of its time in the United 


States to acquire that money. 


@. On this matter of the independence of the Canadian operation, or 
relative independence, how do you compare the extent of the independence of. 
the operations of the two Canadian companies on the one hand, with the extent 
of independence enjoyed in operation by the subsidiary companies operating 
in the United States, all in relation to your headquarters?—A. Well, the 
subsidiary companies in the United States have no economic independence, or 
in fact no real independence. 


Q. Then I may take it that the relationship between your headquarters 
establishment and the Canadian operation is a quite defferent relationship | 


from that existing between the headquarters and the various American sub- 


sidiary companies?—-A. There is no question about that. 
Q. What is the trend of growth at the present time as far as the Canadian 


- operation is concerned? Is it towards an enlargement of the independence of 


operation?—A. Yes, it is; except that at the present time you could not 
believe that there is any increase in the financial independence of the Canadian — 
company because in this past year there have been restrictions in the ability 
to get money in Canada, and that in the very face of a growing need. That 
has made the Canadian headquarters even more dependent, from the financial. 
point of view, on the American market. 

-  @Q. I was thinking rather of the corporate relationship, and the method 
or the extent of the freedom exercised here in extending functions of the kind 


embraced in the formula, either present or previous formulae?—-A. Yes, The 


functions are growing; the independence of the Canadian headquarters is 
growing and more and more money is being spent and disbursed by the Cana- 


‘dian headquarters itself. If they did not do as much of their own business 


- as they do, we would have to do more in the United States and the actual 


allocation to Canada would be even larger. 
Q. The revision of the formula made in 1954 then does represent an 


extension of the independent functions of the Canadian company in relation 


to the American headquarters?—A. No. I am afraid I cannot agree that that 


is true. The revision which was a result of a discussion which the company 


had with the Superintendent of Insurance did not alter the facts of the case. 
It simply altered the amount which the company charged to the income state- 
ment of the Canadian operation. 
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By Mr. Benidickson: 


Q. Was that 1954 or 1955?—A. I think Mr. ‘Meecrepar said that he tholeht 
the revision was in 1954. I really do not remember. I know the revised © 
formula was used in 1955 and may have been used in 1954. 


By Mr. Fleming: 

Q. Has the formula been approved by the Devarinent of National Revenue 
of Canada?—-A. Not the revised formula. We are using a formula which was 
laid down by the Canadian revenue people and it is that which is reflected 
in the books of account. 

Q. Are you distinguishing between the formula ‘et you now mention and 
the formula that Mr. MacGregor described?—A. Yes. 

@. Would you clarify this, because I gathered from Mr. MacGregor’s state- 
ment in that respect that there had been a formula which provided for the 
distribution, or allocation, of a broad range of expenses that are called head- 
quarters expenses, that there had been a revision of that formula in 1954, 
and that the effect of the revision had been a contraction of the headquarters 
expenses so far as Canada was concerned to the local operation?—-A. That is 
correct. 

@. Are you telling me about a different formula? oe ae I am talking 
about the same one. 

Q. I wanted to relate the one approved by the Canadian Department of 
National Revenue to the formula which Mr. MacGregor described here?— 
A. The formula which we use. in connection with the Department of National 
Revenue has not changed for a number of ears: We are still us sing the same 
one. | 

Now, at the urging of the Suiperintendesit of Insurance, in making our 
‘reports to the Department of Insurance we revised the allocation of expenses 
which had been disbursed in Chicago and which were chargeable to the Cana- 
dian operation; we used a formula which produced a smaller sum, and the 
difference between the two sums, as far as the total is concerned is that in: 
1955 on the income tax basis, it produced an allocation of $725,000 roughly, 
and in our reports to the Department of Insurance it produced an allocation 
of about $485,000. There is the difference. 

Q. Has this question of the formula, or the difference now, appearing in 
the formulae, used for tax purposes on the one hand and for reporting purposes 
to Mr. MacGresor’s department on the other, come to the knowledge of ie 
Department of National Revenue?—A. I do not know. 

Q. Perhaps it would be interesting to. find that out. The other Bone has 
to do with the ratio of operating expenses of your company as compared with 
those of the other three small loans companies. On table 7—-which was 
referred to earlier this morning—there is a table, in the fourth column, headed 
“Other expenses except income tax and interest on borrowed money”. May 
I ask here if the expense covered by the formula about which you were talking 
appears under this column’?—A. It does. 

'Q. This indicates that in comparison with the three other small loans 
companies, in the year 1952, you have the lowest ratio of expense among the . 
four companies; in 1953 you have the lowest ratio of expense; and in 1954 you 
have the second lowest ratio of expense; and in 1955 the lowest ratio of expense. 
So, for the four years, among the four companies, you had the lowest ratio 
of expense over-all. Now, a question has been- raised this morning as to the. 
extent to which the payments made under the formula, or the way in which. 
your company carries on the sharing of certain headquarters or supervisory 
functions with the Canadian subsidiary companies, have entered into this 
result of a lower operating expense ratio. Would you enlarge on that subject 
to the committee and tell us to what extent you think that this form of 
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a management has contributed to your relatively low operating ratio expense’ 
- record?—A. There is no question in our mind that we believe that whatever 
our operating results show—and we think they are fairly good—it is due to 
- a tight control of expenses and doing the job in the most economical way 
_ that it can be done. We firmly believe that these functions, which are done in 
_ Chicago, produce a much lower operating total expense for the Canadian 
operation. If we did not, we would establish a department here to do the job. 
TS I do not want to say that the mere fact that we spent either $485,000 
- or $725,000—whichever figure you want; it really is $725,000—in the United 
_ States for the benefit of Canada is the only one which produced a favourable 
report; but that is a contributing reason and is the reason we will stubbornly 
defend that practice. 
@. Those are all the questions which I have if Mr. McClure could give us 
some further information about the relationship of the tax question to the 
formula, which might be helpful if he could come to us with that information. | 


By Mr. Henderson: 


~ Q@. I am impressed with your statement about your finance department 
accumulating $147 million to be invested in your Canadian subsidiaries. I 
' listened to your remarks about the formula from the Department of National 
- Revenue and the formula-from the Superintendent of Small Loans companies 
branch. I would like to ask you what two tax departments you have to 
_ deal with in the United States with respect to your company in Chicago? Are 
& there two, or only one?—-A. In the United States, the tax situation is really 
quite complicated; but the major tax authority with which we have to deal. 
' in the United States is the Federal Income Tax Department. That is a sizeable 
' pill. Also, in many of the states we also have income tax to pay. Not all of 
= the states have income tax, but many of them do and, of course, they all 
' have property taxes. 

Q@. What I would like to ask you is, how does the department of revenue 
- in the United States consider this $500,000 each year? In what category do 
they put that?—-A. The expenditures were made in the United States and we 
bill the amount to the Canadian companies and they pay us a supervisory 
- fee, that is calculated according to the tax formula. So that that supervisory 
_ fee would be income on which we would have to pay tax in the United States. 
ae --@. Could we put it this way, that the federal taxation bureau in the 
- United States considers that $500,000 as an income on goods and services 
- rendered to a company, or to a customer, outside of the United States?—A. 
Let me say this: I believe that is true, but if you will permit me I will be able 

- to confirm that at another hearing. Your question is an intelligent one to 

~ which I should have the answer but I do not have it. 

Q. I have another question. How do you dispose of the difference between 
- the $500,000 and the $725,000? If we use your formula, it would be $725,000. 
a How do you dispose of that difference between $500,000 and $725,000 at your 
- main office as far as taxation is concerned?—-A. As far as our position is 
concerned, the $725,000 one. is the one on the books. 
2 Q. What happens with reference to the United States federal authority 
- on that?—A. If I am correct, the so-called supervisory fee was paid at the 
rate of $725,000 in the aggregate and that is income received as far as the 
ee federal tax people are concerned. This $485,000, so-called $500,000, is just 
a memo. 
5 Q: That is eouaitlered: by the American taxation people as being a loss, 
that difference?—-A. No. The money was spent. It was disbursed. This is 
reimbursement for expenses of the American company. 
Q. I will leave those two points with you. 
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By Mr. Pallett: 


Q. Are you suggesting to this committee that your company, after having 
been requested by the Superintendent of Insurance to readjust your formula, 
merely readjusted it on paper for the purpose of filing with the Department 
of Insurance and did not in fact readjust it between the companies?—A. That 
is literally what I am saying. | 

Q. I do not think that achieves the end of the request by the Department 
of Insurance at all, if I may be so bold as to suggest it. 


By Mr. White (Hastings-Frontenac): 

Q. In your return to the American federal income tax department would 
you show as a deduction the disbursement of $725,000 expenses for services 
rendered to the Canadian corporation?—-A. Would you mind repeating your 
question. | 

Q. In your return to the American federal income tax authorities would 
you show as a deduction for income tax purposes the item $725,000 which you 
say is for services rendered to the Canadian corporation?—A. Yes, 

@. You show it as a deduction for expense in the United States and you 
show $500,000 income from the Canadian corporation?—-A. The actual in- 
come received was not $500,000 but $725,000. — 

Q. But do you show as a deduction for your operating expenses in the 
United States, $725,000?—A. I am certain that we did. If we show the 
$725,000 as income, we would show the other as a deduction. 

Q. Then am I correct in saying that in Canada this $485,000. that is paid 
to you, is shown as a deduction here for income tax’ purposes?—A. No. It 
is the $725,000 which would be shown for income tax purposes. 


By Mr. Fleming: 

Q. I think that this will become clearer when you bring the information 
about which I asked in respect to the tax return, and whether it was done 
‘with the knowledge, and perhaps approval, of the Department of National 
Revenue. Is this a fair summary of the position now in regard to these pay- 
ments, that in the United States operating statement you show the $725,000 
expended on behalf of the Canadian subsidiaries as part of your total over- 
head expense, and on the other side of your operating statement you show 
a reimbursement from the Canadian companies of $725,000, so that as far as 
this item is concerned it is in balance; and as far as Canada is concerned in 
your income tax return you prepare that return precisely on the same basis 
showing payments of $725,000?—A. Absolutely. 

Q. As payments by the two Canadian corporations to ihe parent com- 
pany in the United States. But, in view of the position taken by Mr. Mac- 


Gregor in regard to the inclusion of some of the things in your formula, you 


have prepared a separate statement submitted to him on the basis of the 
payments of $485,000 instead of $725,000, and his figures in respect to the 
cost of doing business in Canada for the two Canadian companies are based 
then on the figure of $485,000 and not on the $725,000?—A. Right. 


Q. So far as your income tax returns are concerned, the officials of the | 


Department of National Revenue will have to decide for themselves whether 
they consider the $725,000 is a special expense of doing business with the 
two Canadian companies. As far as Mr. MacGregor’s office is concerned, he 
has a lower figure to work on, by way of expense, in tabulating your cost of 
doing business in Canada and in comparing it with that of other small loans 
companies. Is that a fair summary?—A. Yes. 
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Mr. CAMERON (Nanaimo): I wonder, Mr. McClure, if you could tell us 
what proportion of the $725,000 which you derive from your Canadian com- 


panies for these purposes, which you have set out, relates to the total expendi- 
_ tures by the parent company for these purposes in the United States? 


Mr. PALLETT: We have that. 
Mr. CAMERON (Nanaimo): Did we have that? 
The CHAIRMAN: I think he said 14 per cent. 


By Mr. Fairey: 


Q. May I add to that hab the total amount spent was $4,227,000 and 
Canada was allotted of that amount $1,241,000?—A. I am sorry, sir, you have 
lost me. Let me start again. 

Q. Perhaps Mr. MacGregor might correct me if I am wrong. The total 
pool in 1953 was $4,227,000 and Canada was allotted of that amount $1,241,000 
and Canada paid $734,000. Also, I understood him to mean this, that that 
$734,000 was for actual expenditures in the Canadian offices leaving a Dabs 
of nearly $500,000 which was the fee. Is that right, Mr. MacGregor? 


Mr. MacGregor: Yes. But I made it clear, I think, that that relates 6 
the two Canadian companies in 1953. 


By Mr. Fairey: 

Q. Yes. That amount of nearly $500,000 is divided between the two 
companies. The question which I was going to ask—and I think this bears 
on what Mr. Cameron said—is that of the total in the pool of $4,227,000, 
Canada was allotted $1,241,000 as its share, part of which was spent by the 
Canadian company in Canada and the balance of nearly $500,000 was the amount 
expended on their behalf as their share of the headquarters expenses. The 
question I was going to ask is, on what basis was the total Canadian share 
arrived at of $1,241,000?—A. Roughly, it depends upon the ratio that the 
total Canadian position bears to the -whole. Roughly, the Canadian position 
today is in the ratio of 31 per cent of the consolidated total, so that you can 
see—and this is as good arithmetic as any—if our allocation is fairly and 

4 properly dealt with then the Canadian companies pay approximately 31 per 

-. cent of whatever the cost of the function about which we are talking is and 
the American companies pay 69 per cent. Now, there may have been a little 
different per cent in 1953 and in 1954 because these are calculated each 
year; but roughly that is it. You arrive at your allocation of the general 
amount which is applicable, then you subtract from that the amount which 
the Canadian headquarters account paid, and the difference is what the 
allocation is. 


Mr. MacGrecor: If I might supplement Mr. McClure’s remarks, with his 
permission, I can say that the figures I gave earlier, and which are quoted, 
were based upon the net branch operating income in Canada as compared with 
the whole and the percentage, using the company’s own figures, was 29:27 per 
cent. 


By Mr. Benidickson: 
Q. Can I satisfy myself that the figure of $725,000, which was the payment 
out of the Canadian corporation to the American headquarters, following a 
historic pattern up to now, has not been objected to by the Department of 
National Revenue. Is that correct?—A. That is right, sir. . 
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he CHAIRMAN: Gentlemen, i 


‘MacGrecor: 1954 was the first yea 


Tuesday next at 11 o’clock. 
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MINUTES OF PROCEEDINGS 


TUESDAY, July 10, 1956. 


The Standing Committee on Banking and Commerce met at 11.00 o’clock 


a.m. this day, the Chairman, Mr. John W. G. Hunter, presiding. 


Members present: Messrs. Argue, Ashbourne, Balcom, Bell, Benidickson, 


-Blackmore, Cameron (Nanaimo), Deslieres, Eudes, Fairey, Fleming, Follwell, 


Fraser (St. John’s East), Gour (Russell), Hanna, Henderson, Huffman, Hunter, 
Macnaughton, Monteith, Philpott, Quelch, Regier, Thatcher, Tucker, Vincent and 
White (Hastings-Frontenac). 


In attendance: Messrs. K. R. MacGregor, Superintendent of Insurance; 


4 R. Humphrys, Chief Actuary; and H. A. Urquhart, Administrative Officer; all 


_ of the Department of Insurance and Mr. Donald F. McClure, First Vice-presi- 


dent, Household Finance Corp. (U.S.A.), and other representatives of certain 


~ Small Loans Companies and interested organizations. 


On motion of Mr. Regier, seconded by Mr. Argue, 
Resolved,—That Mr. Cameron (Nanaimo) be substituted for Mr. Stewart 


_ (Winnipeg North) on the Sub-committee on Agenda and Procedure. 


The Committee agreed that the Sub-committee on Agenda and Procedure 


a should meet at 2.00 o’clock p.m. this day to consider and recommend how 
_ frequently the Committee should meet in future to consider Bill 51. 


The Committee resumed its consideration of Bill 51, An Act to amend the 
Small Loans Act. 


Mr. McClure was again called; he was further questioned and was retired. 


Mr. MacGregor was again called; he was further questioned on his state- 


- ment and continued with his reading of it. 


At 1.05 o’clock p.m., the Committee adjourned to the call of the Chair. 


Eric H. Jones, 
Clerk of the Committee. 
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EVIDENCE 


TUESDAY, July 10, 1956 
11 A.M. 


The CHAIRMAN; Gentlemen, we have a quorum. 
Mr. McClure was on the witness stand last week and I think his questioning 
had not been completed. 


Mr. REGIER: Mr. Chairman, before we basin proceedings, I would like to 
‘move, seconded by Mr. Argue, that Mr.-Cameron (Nanaimo) replace Mr. 
Stewart (Winnipeg North) on the steering committee. 


The CHAIRMAN: You have heard the motion, gentlemen; all those in 
favour? 


Contrary if any? 
I declare the motion carried. 


EO ES OUI I, Soa ed A PR, SRO OE I EE Ne ee ee a 
: 2 ee ' ¥ EN ae, ee 
2 ES Ie, ee eee 


. Mr. CAMERON (Nanaimo): Mr. Chairman, before we proceed with the 
4 witness, I wonder. if I could bring up a question that has been agitating a 
4 number.of the members of this committee? It has to do with the infrequency 
a with which this committee is meeting. It does seem to me, and to the other 
+ members of the committee with whom I have discussed it, that if we are to 
B pore to have this bill finished in time, it will be necessary to meet more 
frequently than we are meeting at the present time. 

= I imagine a motion to that effect is not in order in the whole committee, 
but I would like to recommend it to your attention, Mr. Chairman. 

The CHAIRMAN: That thought has naturally occurred to all of us, Mr. 
Cameron. I would suggest that after this meeting, say at 2 o’clock, we have 
a meeting of the steering committee and discuss this, to see whether it is 
: practicable to have more meetings. Because, it is just a question of whether 
' it is possible, and whether the committee wants it. If they do, we can bring 
- in a recommendation to the committee at the next meeting. 

Mr. ARGUE: Mr. Chairman, I want to say a word on that point, since you 
are going to have it discussed now by the steering committee. I think it is 
of very great importance that this committee meet more frequently, so that 
this bill will be reported out of the committee. The bill was given second 
reading by the House of Commons on March 8 and referred to this committee. 
Over four months have gone by since the bill was passed. Unless we meet 
‘more frequently, the benefit from the reduction of interest rates will be denied 
the consumers and the borrowers of this nation. 

I am hoping that the steering committee will arrange for more frequent 
meetings. I might say that the agricultural committee, of which the majority 
of the members are from eastern Canada, has been meeting twice a day, 
Mondays and Fridays as well as Tuesdays and Thursdays and I cannot see 
any reason why this committee cannot do the same. 

The CHAIRMAN: I am quite sure, Mr. Argue, that what you say is true. 
I am only sorry that you would not be there; because you have been such an 
infrequent visitor here, I think you are actually the last’ person that should 
make that motion. 
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Mr. ArcuE: Mr. Chairman, I am not going to take that. I think I am as 
faithful a member of the House of Commons— | 

The CHAIRMAN: I am not talking about your fidelity, I am talking about 
your attendance. . 

Mr. ARGUE: That is immaterial, because an opposition member may or 
may not be at a committee, and that has nothing whatever to do with the 
responsibility that the government has in seeing that its legislation is expedited. 

The members of our group have always been well represented at this 
committee. I have had other committees to attend. When the agricultural 
committee was on at the same time, I was not able to be here. But, whether 
I am here or not, I am hoping that this committee will look after this situation. 


Mr. QUELCH: Mr. Chairman, I would like to point out that your remarks 


with regard to the member from Assiniboia could probably be made in respect 
to myself, because I am a member of this committee and I was attending the 
agricultural committee. But, time after time we did suggest that an attempt 
should be made to have those two committees meeting at different times. It 
just so happened that every time the agricultural committee met it seemed 
that the Banking and Commerce committee met as well, in the morning—of 
course the agricultural committee met in the afternoon as well. 

But, I think, as pointed out by the member for Assiniboia, that we should 
try to have the meetings of this committee more often—that is, if we have 
any intention of getting this bill through this session. 

Now, in the past, on many occasions when there was a bill that was raised 
that we were not very much in favour of, it seemed to others that it was 


desirable to push the thing through and sometimes they met three times a 


day. Now, there does not seem to me to be that desire in this matter at all. 

The CHAIRMAN: Next week, as you know, the House will be sitting at 11 
‘o'clock in the morning, so it is obviously not practical to have meetings of the 
committee then at 11 o’clock. Therefore, I have arranged, subject to the advice 
of the steering committee, to hold meetings at 3.30 o’clock in the afternoon. 
We will sit from 3.30 to 6, which gives us a longer meeting. Now, if the 
steering committee recommends that we sit in the evening also, that is their 
privilege. ‘ 

Mr. Cameron (Nanimo): 1 will point out, Mr. Chairman, that previous 
meetings of the Banking and Commerce committee were very frequent while 
the house was sitting in the mornings and afternoons when, as Mr. Quelch has 
poinged out, those in charge of the proceedings were anxious to push the legisla- 
tion through. 

The CHAIRMAN: I would point out that you are quite wrong: it is not so. 
When the house was sitting from 11 o’clock in the morning the Banking and 
Commerce committee did not meet frequently, and very often the other 
committees did not meet at all. | 

Mr. CAMERON (Nanaimo): Not under your chairmanship, but under the 
chairmanship of your predecessor, the committee, of which I was a member, 
did meet in the morning when the house was sitting. 

The CHAIRMAN: I was a member of that committee. 

Mr. CAMERON (Nanaimo): Probably you were not in attendance at that 
meeting, because I remember, Mr. Chairman, you were very infrequently in 
attendance until you became chairman. 

The CHAIRMAN: I attended as assiduously as you. 

Mr. ArRGuE: On that point, I want to point out that the agricultural com- 
mittee, which is probably the largest standing committee of this house, met 
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last Friday morning at 11.30 a.m.; there was no objection, as far as I know, 
from a single member of that committee. We met on Friday, which is certainly 


_ inconvenient to some members, and we met in the morning when the house 
_ was sitting. : 


The CHAIRMAN: Yes. I am very thankful for your advice, Mr. Argue. 

I would point out to the committee that Mr. McClure’s evidence is restricted 
to the one point under discussion at this time. If he is put forward later as a 
witness for the Canadian Consumer Loan Association, that is different; but, 
at this time he is restricted to the one subject under discussion. 


Mr. Donald F. McClure, First Vice-president, Household Finance Corporation 
(U.S.A.) called: 


Mr. FOLLWELL: Mr. Chairman, I think, if the committee will recall, there 


_ were several questions asked that I do not think were answered. Mr. Hender- 
‘son asked one with regard to the tax structure in Canada, and whether or not 


~- the payment of this fee by the Canadian company to the parent company would 


be advantageous to the parent company, taxwise in Canada and in the United 
States. I think Mr. McClure had intended to answer that today. 

The WITNESS: In response to your statement, the fee which is charged to 
the Canadian operation, in the amount of approximately—as far as 
our books are concerned—in the amount approximately of $725,000, is received 
by the U.S. parent company as income subject to taxation in the United States. 


By Mr. Fleming: 
Q@. Where does the net advantage lie with the total interest of Household— 


:. the total interest including its tax position in the position in the United States 


’ and its tax position in Canada—with a fee payment of $725,000 by the Canadian 


companies to the American parent, or a fee of $485,000?—-A. I am not sure 
that I understand exactly what your question is, because there is no advantage 
or disadvantage to the company, taxwise, in the payment. The fee of $725,000 
is deductible for Canadian income taxes in Canada. This consolidates the 
fee paid by the two Canadian companies and the parent company has to pay 
the United States income tax on that. tad 

Q. I think that is quite clear, Mr. McClure. My question was; where does 
the net advantage lie with regard to the total tax position? Obviously if the 


Canadian company is paying $725,000 instead of $485,000 and it is treated by 


the Department of National Revenue as a proper expense of doing business in 


‘Canada, the Canadian income tax is going to be somewhat less. On the other 


hand, if the parent company in the United States is receiving a payment of 
$725,000 at Chicago rather than a payment of $485,000, it is going to pay more 
tax to the United States. Where does the net advantage lie?—-A. As between 
the $485,000 and the $725,000? 

Q. Yes. I am speaking, now, of the total net tax position of the House- 
hold group of companies.—A. I do not know that there is any difference in the 
net position. 

Q. There would not be any difference if the rates of taxation in each 
country were exactly the same, but they are not. 

Q. No, the tax rate in Canada is 47 and in the United States it is 52. 


By Mr. Benidickson: 
Q. What about state tax? Is there an Illinois state tax?—A. No, there is 
no income tax in Illinois or in Delaware. This is a Delaware corporation. 
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By Mr. Fleming: . 

@. And this $725,000, which is the actual payment transferred by the 
Canadian company to the parent company, goes into the operating statement of 
the American parent company and is reflected in a higher taxable income?— 
A. In the United States. . : 

Q. And at a rate somewhat higher than the rate payable on the taxable 
income of the corporation in Canada? 


By Mr. Fairey: 
Q. Does the advantage not lie with the United States government rather 
than with the Canadian government with regard to this payment of $725,000 


which is transferred to the United States? If the payment were to be $425,000 it - 


would be to the advantage of the Canadian government rather than of the 
United States government.—A. If the amount of the fee were reduced from 
$725,000 to some lesser amount—$500,000, or $225,000—anything you want— 
we would have less of a deductible expense in Canada, and if the same amount 
were transferred to the United States we would have less to pay tax on in the 
United States. In any event, the work which is the basis for the fee and which 
is performed in the United States would be a deductible expense in the United 
States. 


By Mr. Fleming: . 

Q. May I just complete that point, Mr. Chairman? I take it that the 
practice of the Household group is to transfer from Canada to the United States 
whatever profit may be declared from time to time in the form of dividends 
on the Canadian companies so that whether the. payment is made in the form of 
larger or smaller supervision payments—we might call it that—or as head- 
quarters’ expense payments, if the payments are reduced presumably there 


will be more profit in the Canadian operation to declare as your dividends and — 


payable in that form to the American parent and, correspondingly, if the 
service payment were higher, then the profits to be declared in the form of 
dividends would be smaller. Is there any difference in the rate of taxation 
applied under the American income tax law to corporation income derived from 
these dividends from wholly controlled subsidiary companies on the one hand, 
compared, with such payments as these supervision payments on the other?— 
A. No. The dividends paid by the Canadian company to the parent company 
are subject to federal income tax in the United States. : 

.Q. At the same rate?—A. At the same rate. 

@. So that the net position of the American company taxwise in the United 
States is not affected at all, as I see it, because the American company is going 
to receive these payments either in the form of dividends or as supervision 
payments. . 

The CHAIRMAN: Is there any surtax on unearned income in the United 
States? ; 

The WITNESS: No longer. The so-called excess profits tax, or unearned 
income feature of the United States Income Tax Act was done away with, 
I believe, in 1953. 


Mr. MONTEITH: It does not apply here to corporations either, Mr. Chairman. 


By Mr. Fleming: 
@. Mr. McClure, the one point which the committee was concerned about, 
I think, at the last meeting, was that the difference in the statements which 
are being sent by the two Canadian companies to the two Canadian govern- 
ment offices should be known to those two offices. In other words, you are 


making up one statement for income tax purposes—a statement which is ~ 


— 
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going to the Department of National Revenue and which reflects accurately 
the payment of $725,000 which was actually made by the Canadian companies 
to the parent companies—and, on the other hand, in view of the position 
taken by Mr. MacGregor that the Canadian company on that basis was being 
charged more than was fair for the service that was being rendered in Canada 
by the parent company in return, you have prepared another statement in 
which you have reduced the amounts so paid from $725,000 to a figure of 
$485,000, which is the figure that he uses in making up the tabulation. of 
the cost of doing business by the Household companies in Canada _ for 
comparison with other companies in his detailed? reports on the cost of 
doing business by small loan companies in Canada. I think the committee 
would wish to know that the Department of National Revenue is aware of 
the kind of statement being submitted to Mr. MacGregor’s office. I think it 
is quite clear that Mr. MacGregor is aware of the income tax return, and the 
basis of your operating return being submitted to the Department of National 
Revenue.—A. There is no reason I know of why both departments should 
not be fully aware of what is going on, because the Department of Insurance 
has the right to inspect our books, and our books are kept on the same basis 
as our income tax account. So, I assume that the Department of Insurance 
knows exactly what is going on, in the same way as the income tax people. 
The Department of Insurance figures are a matter of public record, so I 
have no doubt that the income tax people are very careful in checking on 
their information. There is no question in my mind that they should know 
what is going on in the other department. There is nothing to hide. 

@. And you have on your part made full disclosure of these statements 
and of the difference in them, so it is a matter for the Department of National 
Revenue itself, then, to decide whether they are prepared to concede for 
income tax purposes that this payment of $725,000 is a proper expense of 
the two Canadian companies of doing business in Canada.—A. That is right. 

@. This question, probably, should not be directed to you so much as 
to Mr. MacGregor or to the chairman: is there in the bill before us anything 
that would have any bearing on that situation, anyway? 


By Mr. Argue: 


@. Now you are out of order, after you have asked all those questions. 
I wonder if Mr. McClure could tell us the amount of the increase in the 
Canadian tax that would result through wiping out this $725,000 expense 
item? In other words, if Mr. MacGregor’s hope were realized that it would 
not be listed at all, and then if the Department of National Revenue decided 
that it should not be listed, how much more money would the company pay 
in income tax?—A. I think the best answer would be to apply the 47 per 
cent tax rate to the figure— 


The CHAIRMAN: I doubt whether that would be the true answer. Sup- 
posing you did not charge up this amount to the Canadian company’? Would 
not the Washington Department of Internal Revenue question whether 
that was a charge properly applicable to the American company? 

The WITNESS: They might, sir, certainly if the rate of expenditure 
continued and as long as we believe the work has to be done to provide 
the capital for the Canadian operations and these other departments which 
were outlined in some detail at the last session. If they continued, that would 
have the effect of inflating the American expenses for which no compensa- 
tion was received in the United States subject to tax, so I fancy that in 
time the United States income people might question that. 

Mr. ArGuE: Well, Mr. Chairman, as far as I am concerned, the man 
who looks at these accounts most closely and the man whose responsibility 
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it is to inquire into the cost of operating these firms has told the committee 
that not only would he like to see this figure of $485,000 reduced but that 
he would like to see it removed altogether. I am not so much interested in 
deciding whether or not—as Mr. Fleming has been—this item in Canada has 
a comparable item in the United States, or whether it is fair from the view- 
point of the accounting practices in the United States and of the company 
in Canada. All I am interested in at this point is finding out wheter the 
Canadian treasury is getting less money than it should. 


The CHAIRMAN: I think they are quite interested in that too. 


Mr. ARGUE: There is another question, Mr. Chairman. It is not only 
a matter of whether this practice is denying the Canadian treasury a certain 
amount of money and thereby giviag a bonus to the American treasury. The 
main interest I have is to see whether or not these costs can be reduced in 
order that the borrower in this country might receive some of the benefits. 
If we could get costs down, it might result in more money becoming avail- 
able to the Canadian treasury; it could also lead to a reduction in the in- 
terest rates charged, and I wonder to what extent interest rates could be re- 
duced by a reduction in this cost of $725,000. 


The CHAIRMAN: Have you a question, or are you just making a speech? 


Mr. ArGcuE: That is the question. The chairman of this committee is 
the best authority on making speeches and on interrupting other people’s 
questions. 


The Cuarrman: I am quite an authority on speeches, and that was a 
speech! 


Mr. ArGue: I think Mr. Chairman I have asked my question. 
The CHAIRMAN: I think you have answered it too, haven’t you? 


The WitnEss: I think the answer was given in my testimony last week 
and it is in the record. My memory is that if you take the figure of $725,000 


and relate it to the $121,957,000 of average amount of notes receivable in . 


1955, it amounts to six-tenths of one per cent per annum, or, if you want to 
reduce it to a monthly rate since the small loans law permits a monthly rate 
of 2 per cent, it would amount to a reduction of five one-hundredths of one 
per cent per month. 


By Mr. Argue: 


Q. What is the figure of outstanding notes and accounts receivable?— 
A. The average amount outstanding in 1955 with regard to the two compa- 
nies was $121,957,000. 

Q. To what extent is this item charged to. Household Rinanre as listed 
in the annual report of the Superintendent of Insurance? 


Mr. BrenipicKson: Mr. Chairman, on a point of order. This evidence 
was all given at the last sitting of the committee. The allocation as between 
the two Canadian companies was given in evidence at that time. 


The CHAIRMAN: But, Mr. Benidickson, Mr. Argue was not here and he 
is interested. 


Mr. ARGUE: I have read the evidence. 


Mr. BENIDICKSON: On a point of order, I think members of the committee 
will agree that the attention we are giving to this particular point is rather 
out of proportion to the attention we must give to the bill as a whole. I 
know that Mr. Argue himself wants to give attention to the bill as a whole, 
and I am satisfied that the breakdown of these figures was provided at the 
last hearing. Do you agree, Mr. Chairman? 
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The CHAIRMAN: It was all provided. This is repetitious. 

Mr. ArGuE: Mr. Chairman, I read the evidence, and this is my question 
—and perhaps I can be told whether the information was given in evidence 
or not; I doubt very much whether it was. To what extent was this item 
as listed in the report of the Superintendent of Insurance defrayed by the 
company for which the small loans income was listed as $122 million? That 
is on page 12 of the report of the Superintendent of Insurance for the year 
ended December 31, 1954.—A. Of the $725,298, $421,198 was charged to and 
paid by Household Finance of Canada as a small loans licensee. 

Mr. BENIDICKSON: Could we ask whether or not that information was 
given previously? I think it was. I know the breakdown of the $485,000 was 
given. | 

The CHAIRMAN: I was here at the last meeting and I remember it. 


By Mr. Argue: 

Q. Mr. Chairman, is that not approximately 2 per cent of the interest . 
earned on small loans as listed in this report?—-A. I do not have the figures 
in front of me so I do not know. | 

Q@. The income earned on small loans is listed as $12,758,000. Your item 
applicable to that is approximately $300,000.—A. Approximately $300,000. 

Q@. $298,000—A. Oh, you are referring to the fee in the report to the 
Insurance Department. 

Q@. You have broken down these figures for me and I want the figure which 
you can give me as a percentage of the income earned on loans; it is a little 
over 2 per cent.—A. I am not sure what you are talking about. Are you 
talking about the aggregate fee of $725,000 which was paid, or are you talking 
about the $485,000 which was reported to the Department of Insurance? 

Q. It was reported for this company. It was not the balance that was 
reported for this company?—-A. Which are you falking about? 

Q. I would like to know what portion of the $725,000 would be allocated 
to the company listed as no. 3 in the report to which I referred.—A. $421,198. 

Q. So, that is well over 3 per cent of the $12,758,000 which is listed in 
this report as earned on loans?—-A. I am sure that your arithmetic is correct. 
I do not have the figures in front of me. 

Mr. MonteitH: Actually I think it is a little large. 

The CHAIRMAN: It is all set out on page C6 of the transcript of evidence 
of our meeting on July 5. 

Mr. Arcue: And your memory is so good that you have looked it up! 

The CHAIRMAN: My memory is so good that I knew it was there and I 
have checked it. Do you really want to go into it all over again? 

Mr. Arcgur: Mr. Chairman, I do not think that I need to be subjected to 
abuse from the chair. I had finished my question, I said nothing, and then the 
chairman started to speak. The chairman is a most vocal member of. this 
committee, which he should not be. 


By Mr. Follwell: 

Q. It was developed in last Thursday’s meeting that the Household Finance 
Corporation of Canada pays a supervisory fee to its United States parent 
corporation, and this fee is considerably less in its report to the Superintendent 
of Insurance than the fee actually is in reality. This, therefore, shows a larger 
profit for this company than actually results from its operations. Is that correct? 
—A. That is correct. 

Q. If it is, does this then not, in effect, result in a subsidy, as far as the 
figures in the report are concerned, since these are the ones which are 
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undoubtedly considered for rate making purposes?—A. In our opinion, yes. 
In our opinion the actual benefits which the combined Canadian operation 
sustained was in the neighbourhood of $725,000. Now, a reduced figure was 


used in the report to the Department of Insurance. The difference between the © 


figure of $485,000 and the figure of $725,000 is a lessening of the burden of the 
actual cost of Canadian operation—call it subsidy if you wish. 

@. Well, Mr. McClure, would you agree then that this might prejudice 
the position of Canadian independents when considering over-all industry 
figures for rate making purposes?—-A. Well, I think that the Canadian operators 
should perhaps speak to that point. There is no question about the fact that it 
makes the figures appear more a‘iractive than they would be if the figures 
reflected what we regard as the true cost. 

@. Mr. Chairman, I think that Mr. McClure indicated that, for that fee, 
part of the duty of the parent company was to provide money to the Canadian 
company for financing. I think, Mr. McClure, that you cold tell us again, was 
it about $50 million which the parent company provided as part of their 
responsibility in relation to that fee?—-A. The actual amount of the money 
provided in the way of money lent to the subsidiaries in Canada was in the 
neighbourhood of $115 million but that is the combined operation. You see, 
we have this confusing problem of the Department of Insurance figures only 
including the small loans licensee, the company which makes loans up to $500. 
My belief is that the money advanced to that company was in the neighbourhood 
of $45 million. Then, we have the Household Finance Limited, which does not 
make reports to the Department of Insurance, which is a major company now, 
and the advances to that company were enough larger so that the combined 
amount was $115 million. Is that in response to your question? 

@. Yes. May I ask one more question, Mr. Chairman. What, in your 
opinion, would have been the result on the Canadian economy had not the 
$115 million of American money been provided for use by Canadians in Canada. 
—A. Did you say on’ the Canadian economy? 

Q. Yes. 


Mr. Recier: That is a tall order! 


The WITNESS: This money has been built up gradually. It did not all happen 
last year. We have been operating here since 1933. There is no question in my 
mind that for this type of business—small loans business—it would have been 
impossible to obtain $115 million in Canada for that operation. The parent 
company was able to obtain it, in small part, in Canada, but in much greater 
part in the United States at a price which seems very reasonable in relation 
to the growing rate for interest elsewhere. The charge made for this $115 
million by the parent was in the neighbourhood of 43 to 43 per cent, depending 
upon whether you are talking about notes or advances to the company. The 
actual cost was somewhat in excess of that, and that excess cost represents the 
work which is required to get the money. That work is one of the chief items 
of the general management overhead which is reprsented by this fee. 


By Mr. Regier: | 
@. Mr. Chairman, I would like to pursue one point which was referred to 


by both Mr. McClure and Mr. MacGregor. I understand that this $725,000 - 


is not the only money paid by the Canadian section of the company to its parent 
organization. Am I correct in assuming that, as a basic assumption, there was 
$1 million paid to the parent company, including the $725,000?—A. I know of 
no such figure. I have not heard it. Maybe I have forgotten something that 
was said. 

@. I believe my memory serves me correctly that we were told that 
there was a sum for services rendered almost in the neighbourhood of $14 
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million that went to the parent company, and that out of this amount there 
was approximately half a million dollars that was identified for purposes of 
payment: There were no services rendered for which this half a million dollars 
was paid; then there was left a balance, as I understood it, of some $725,000 
which was, for the lack of a better name, labelled a supervisory fee. Am I 
right in that?—-A. No, you are not correct, sir. No other fee was paid by the 
Canadian operation to the parent company. 

Q. Might I ask Mr. MacGregor, ‘Mr. Chairman, at We point, whether my 
statement is in error? © 

The CHAIRMAN: Let us finish first with Mr. McClure. 


Mr. Recier: Mr. McClure is denying that other payments were made. If 
no payment was made I have no other question. However, if identifiable 
payments were made in excess of the $175,000, then I have a very important 
question. 


By Mr. Fairey: 

Q. Mr. McClure’s answer is that the total expenditure of the company was 
$4,227,000 odd, and the Canadian share of that total expense was $1,241,000. 
Of that $1,241,000, $734,000 was actually expended in Canada by the Canadian 
companies. That is the point which I believe Mr. Regier is getting at. The 
balance of that—that is the balance of the $1,241,000 and the $734, 000—leaves 
$499,000, roughly $500,000, which is the fee.—A. T think that is true. Perhaps 
this may not clarify the picture, but the figure to begin with was a consolidated 
figure representing expenditures made in both Canada and the United States. 

-Q. All companies including the subsidiaries?—-A. Some part of this was 
money spent by the Canadian headquarters for paying Canadian expenses, 
such as the salaries and travelling expenses of the Canadian supervisors. It 
was clearly connected with headquarters expense for .Canadian operations. 
It was no payment to the parent company. What we are talking about here 
is a residuary amount of headquarters work which is primarily done in the 
United States. The problem is what is the best and most businesslike way to 
see that each of the operations pays its share of that. 


The CHAIRMAN: Mr. Regier, I think that you were referring to some figures 
that were given by Mr. McClure for the year 1953. I think that Mr. Fairey 
is referring to figures for the year 1955. I do not really think that you are 
talking about the same thing. 


By Mr. Regier: 

Q. I think perhaps I had misunderstood Mr. MacGregor. I had understood 
him to say that $1 million was sent south of the border whereas now it seems 
that he did not say that and this half million dollars was a Canadian expendi-. 
ture in Canada. 

Would it not, Mr. McClure, be much more satisfactory over there iP: 
instead of isbellive a large amount of money as a blank supervisory fee, it 
were identified? Today you listed the various things and did identify it. 
Surely in your accounting department you have the breakdown, and would 
it not be much more satisfactory to all concerned if, in your reporting, this 


were not listed as a supervisory fee but was actually broken down and iden- 


tified?—-A. I think that it would make it easier for a deliberative body such 
as this to grasp the principle involved. And that is the reason some organiza-_ 
tions do that very thing. But if you do it this way, you are put to the necessity 
of establishing at whichever headquarters has the major share a cost account- 
ing system, with one or two people in charge of it, and a billing system. The 
superintendent referred to the fact that he liked to see bills for stationery 
come in to be O.K.’d. That is a mechanical allocation of expenses and it would 
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be posible to do it but we have not done it up to this time because it would 
increase the expenses. We wish the operation to be free from criticism and 
accepted as an honest effort to arrive at results. So far, we have taken the 
present simpler method; but if the general feeling is that we should go to a 
more elaborate system of cost accounting, we could possibly do it. 

Q. As it is now the inference is plainly there that this whole sum—because 
it is not identified and labelled as to its particulars—is a gratuity or a tip, if 
you like, to the parent company. Mr. Chairman, I am entitled to express my 
opinion on what my reaction is to these figures. 

The CHAIRMAN: You are not expressing an opinion. You are saying there 
is an inference. Why don’t you say that in your opinion the inference is there. 
You are speaking as if there was a unanimous inference. 


Mr. ReciER: All right, then. I will say that in my opinion the inference 
is there, that this money is not being accounted for in a proper businesslike 
manner. I am sure despite what Mr. McClure just said—and I do not think 
he quite realized what he was saying—I am sure that the head office of the 
parent company has a complete breakdown of these figures. I cannot realize 
such a monstrous company just more or less taking a sum total and saying, 
Penis 18. It." 

The CHAIRMAN: Do you mean immense or monstrous? 

Mr. REGIER: And saying, “‘this is it’; I am sure that in the head office there 
must be a complete breakdown of what happened to the $725,000, and I am 
sure that the company must provide the American income tax department with 
an accounting and the details of it. Therefore I fail to see why the Canadian 
Superintendent of Insurance and the Canadian Revenue Department cannot 
also be supplied with details of it rather than to have it just labelled as a blank 
supervisory fee. That was my only point. 


The CHATRMAN ‘Is there a question there that you want the aires: to 
answer? 


Mr. REGIER: No, I think he answered it before. 
The CHAIRMAN: Are there any other questions? 


By Mr. Philpott: | 

Q. On one technical point with respect to the item mentioned in regard 
to the supervisory fee, you said for the preparation of pamphlets and publicity 
matter—isn’t that stuff charged out to the various branches at certain rates? 
—A. No. 

Q@. Then how do you decide the distribution?—A. These pamphlets are 
designed to help people who use our services, and anybody else who is interested 
in budgetting their income and making themselves better managers of their 
finances or in buying things. We keep our branch offices supplied with a 
number of them, and in fact they have little racks in the offices where they are 
available if people wish to use them. So we do not charge the branches for 
the pamphlets. We could say ‘Now, this pamphlet is worth 5 cents, and since 
we are the parent and you are the subsidiary—and subsidiaries usually do 
what they are told to do—you have to: buy so many of them.” In this way it 
could be done on a mechanical basis, but we da not do it that way. We dis- 
tribute the pamphlets in the same way to all the branches. The cost of the 
preparation of the pamphlets is so much; so much of our business is in Canada 
and so much of our business is in the United States, and thereby we determine 
how-much is allocated to Canada in the fee. It is just what you may regard 
as the better of two ways, or the best of five ways of making the allocation. 

Q. Very well. That is all I want to ask. 


Mr. BENIDICKSON: Mr. Chairman, having regard to the important relation- 
ship of some evidence this morning to the Department of Insurance, I wondered 
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if the committee would permit me to make a short statement. I do not intend 
to say anything argumentative about the evidence we have just been listening 
to, but some members of the committee may have overlooked some facts, in 
their concern about Canada getting its proper share of income taxes. I point 
out the change in the reports in the Department of Insurance relating to super- 
vision fee as compared with financial statements as submitted to National 
Revenue occurred for the first time in 1954. It apparently has been repeated 
again in 1955. 

- I would like to point out, first of all, that it is quite possible that Mr. 
McClure may not be able to tell us, but I think it is quite possible, and most 
probable that there has not been an assessment made yet of the taxes payable 
by a corporation of this kind by Canada for the year 1954, and certainly not 
for 1955. Indeed, the two Canadian corporations may not even have filed an 
income tax return respecting 1955 profits as yet. As a general rule corpora- 
tion tax returns are not filed much earlier than the sixth month after the end 
of the calendar year. That is something which the committee should keep — 
in mind. 

Then, in the second place, the committee must not assume if this payment 
of $725,000 was completely disregarded as an expense of the Canadian com- 
panies by the National Revenue Department of Canada, that then Canada 
would get its full tax rate on this sum. We have a tax agreement with the 
United States, and one of the sections of that tax agreement says that the 
government of either country, with respect to a taxpayer of either country, 
has the right to advance a claim even with respect to a non-resident, if that 
taxpayer has a permanent establishment in the country advancing the tax 
claim. 


In other words the United States government, if these Canadian companies 
have a U.S. establishment and services are rendered in the United States, by 
no means might it be satisfied to allow none of these expenses and services 
in the United States to go tax free, and to escape taxation in the United States. 
It would be a matter of adjustment between the two deparments where there 
is business establishment carried on with respect to these earnings in both 
countries. 


By Mr. Fleming: 

Q. Is there any problem with respect to the fiscal year? What is the fiscal 
year for the two Canadian companies?—-A. December 31 in Canada, and it is 
the same in the United States. 

Q. So they are on a uniform basis?—-A. Yes. 


The CHAIRMAN: Are there any further questions? 


By Mr. Cameron (Nanaimo): 

Q. I wonder if Mr. McClure—following up a question which Mr. Philpott 
was asking just now with regard to the pamphlets—have you with you, 
Mr. McClure, any figures as to the cost of production of those pamphlets?— 
A. No, I have not, sir; I have not! 

Q@. And another point is this: the other day you spoke of the personnel 
‘department in Chicago as I understood it; that department—or at least the 
activities of that department have to do in part with—and these payments are 
applied concerning—training by those who are hiring personnel in the different 
subsidiary companies. Is that correct?—-A. The preparation of training tech- 
niques. This is largely in the form of instruction and pamphlets. 

Q. Yes.—A. The work is sent over here and is done by the personnel 
people in Canada. 
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@. I gathered the other day Poti what you said that possibly. this branch, 
or the activities in Chicago, were concerned with the training: of Senconrel 
directors for your subsidiary companies, and with taking them to Chicago 
for training.—A. No. 

Q. That is not the thing? So even fhers is included in the pamphlet service? 
—A. Not some kind of pamphlets we were speaking about a moment ago, which 
were consumer education pamphlets. The personnel training techniques are 
inter-office communications. 

Q. You have no idea of what the total cost of that particular department 
would be?—-A. No, but let me try to give you an idea, because I think you 
are entitled to know. I do not remember just what I said about this the last 
day, but we were talking about it in terms of this $485,000 overall picture 
which we reported to the Department of Insurance, of which approximately 
$281,000 was charged to this licensee, Household Finance of Canada. I would 
think that perhaps the aggregate amount of each of these two items—this is 
a guess, because I am trying to give you an idea—would perhaps be $10,000 
apiece. 

Q. Have you any figures as to the total amount of moneys that are raised in 
the United States by your finance department? You referred the other day 
to that department and you said that it was taking the largest bite of this 
payment. Have you any idea of the size of the sum to which that applies?— 
A. Yes. Let us use this same illustration which again is simply an approxima- 
tion for the purpose of helping you gentlemen to understand the sums which 
are involved. 

Again, the $281,000 figure which was reported to the Department of 
Insurance, and wihch relates only to Household Finance of Canada—we have 
just said that the personnel and the consumer education departments accounted 
for $10,000 each. I think I mentioned other departments. 

Q. You mean research?—A. The research department might come up to 
$50,000 or $60,000 in Canada. If you subtract those items from the $281,000 
it leaves you in the neighbourhood of $200,000 as what I would regard as a 
businessman’s estimate of the value of the purely financial end. That is why 
I used the phrase “the largest bite” in describing that» part of the fee repre- 
senting the expenses of getting money. 

Q. What I wanted to get at were the sums of money for which you required 
the $200,000. There is a distinction between the funds of your parent company 
which presumably does not need the services of your finance department, and 
the sums raised outside, the cost of which is approximately $200, une How 
large would those sums Be °—A. For the parent company? 

Q@. No, for the money raised for lending in Canada by your finance depart- 
ment?—A. Well, under our formula we would expect that the amount reported 
would cover the cost of raising the money for lending in Canada. And my 
response to your question is in the neighbourhood of $200,000. That sum 
gives you an idea of the cost of raising money for Household of Canada. 

Q. Is that $47 million entirely confined to moneys raised by your parent 
company, not moneys in its possession, in its own funds?—A. Sir, we do not 
have funds. Every dollar we advance to Canada we have to raise it some- 
where. 

Q. It is all raised in that way? Thank you. 


The CHAIRMAN: Are there-any further questions, gentlemen? Thank you 
Mr. McClure. 3 


Now, we will go back to Mr. MacGregor’s statement. We are on page 26 
of it. ' 
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Mr. K. R. MacGregor, Superintendent of Insurance, called: 


The WITNESS: Mr. Chairman, I have no desire to prolong the discussion 
: p about this item designated as a supervisory fee, but I do think that I should 
say a word. 


I think that I should say a ‘word in further reupleuctian of the 
different reports that are being made to our department, as compared with 
the reports made to he Department of National Revenue. I think perhaps I 
can summarize the whole story, so far as our department is concerned, in a very 
few words. 


Our files indicated an understanding on the part of my predecessors that 
this supervisory fee would likely decrease over the years as the Canadian 
company became more independently established in Canada. 


In 1953, when I observed that this so-called fee, instead of deceasing was 
increasing every year, and had been so almost from the beginning in 1933, 
I raised the point with the management of the Canadian company. The 
company replied that any understanding on our part that the fee would decline 
was in error, at least so far as their views were concerned. I expressed the 
view, which had been previously expressed by my predecessors, that we 
_always like to see in the financial statement of any Canadian company only 
expenses that are justifiable preferably those that are definitely identifiable, 
or at least that are justifiable on the grounds of some services actually rendered. 
Obviously there was room for wide differences of opinion in this instance, be- 
cause it was virtually impossible to point to actual services rendered to 
justify the payment. However, the point was discussed. 
At the last meeting of the committee, I think Mr. McClure used the word 
“argument”. Personally, I never considered that it reached that stage. 
The company indicated that it was going to review—reconsider— the basis 
_ upon which this fee had been determined. The department suggested no 
_ particular change whatsoever. As a matter of fact, we had no hand in the 
- determination of the new formula, that was very soon suggested by the 
company. However, the change suggested eliminated from the pool many 
expenses at the branch supervisory level,—leaving only expenses that were 
more clearly of a management nature at the upper level. Since the effect of 
_ the new formula was a reduction in the supervisory fee charged to the Cana- 
_ dian company, we naturally expressed no opposition to it. We were happy to 
see it. But, we thought that was the end of the matter. It was indicated to 
us that the new formula would be applied in 1954. : 
The 1954 annual statement was filed on the basis of the new formula. 
The 1955 statement was, superficially at least, filed also on the basis of the 
new formula. But, in the profit and loss account, or the surplus account, there 
appeared two new special entries designated as follows: “Supervising fee paid, 
but not charged to revenue account—year 1955—$140,142.45, less decrease in 
income taxes—$66,636.33. Net for 1955—$73, 506.12.”’ There was also a further 
item; year 1954—$163,696.83. 
In other words, the profit and loss account in the 1955 statement indicated 
9 that although these amounts that I have just mentioned were not included in 
_ the expenditure, the Canadian company was still effectively saddled with the 
- burden of them. 
‘ In March I wote to the company again raising the question about these 
_ Special entries in the profit and loss account. I took the view that if the 
company was still effectively saddled with the supervisory fee on the old 
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basis then the amounts of the fee, determined on the old basis, should be 
included in the expenses. I therefore asked the company to redistribute the 
special items and to adjust the 1955 statement accordingly. 

I should make it clear, however, that throughout the discussions, the de- 
partment never changed the statement; we never imposed our view in any 
respect. We discussed the fee but my request in March to remove these 
special entries from the profit and loss account, since they seemingly are an 
effective expense burden on the company, is the first change that I have 
requested. : 

Mr. McClure mentioned also at the last meeting that after our discussion 
in 1953, seemingly the company had lost the argument. So far as I am con- 
cerned there was no argument. But, if anyone lost it, I think we have lost it. 
We are back in the old position that we were in in 1953. 


Mr. FLEMING: Have you finished, Mr. MacGregor? 


The WITNESS: Another point that I might mention is this: A good deal 
has been said about the services provided by the head office by way of furnish- 
ing money to the Canadian subsidiary. I have no wish to minimize the value 
of these services but, personally, I think the most appropriate way to com- 
pensate any lender, for money borrowed, is to pay the lender an appropriate 
rate of interest. 

I doubt whether there is anything: more that I can usefully say. Mr. Fairey, 
however, quoted figures concerning the pooling, being figures that I mentioned 
at the last meeting. I would simply remark that those figures related to the 
year 1953, being the last year before the nominal change in the formula, 
whereas, the amount of $725,000 that Mr. McClure mentioned as the aggregate 
fee for both companies related to the year 1955. 

Another point, perhaps, that I might say a word about is the manner in 
which the so-called supervisory fee is reflected in the annual statement filed 
with the department. True, it is determined by the pooling procedure that 
I described at the last meeting. But, after the so-called fee is determined it 
is not entered as such in the expenditures of the company. The fee is broken 
down and distributed among the several component parts, namely, salaries, 
rents, and son on, with the result that the annual statement does not show, 
and, so far as I am aware never has shown the supervisory fee as a separate 
item in the expenses. 

I thought I should make this comment in answer to Mr. Regier’s remarks 
earlier that surely the head office is in a position to break down this supervisory 
fee. A breakdown is really inherent in the manner in which it is determined. 

Mr. FLEMING: Have you finished your statement, Mr. MacGregor? 


The WITNESS: I am through. 


By Mr. Fleming: 


Q. May I ask you a couple of questions? You spoke about what you had 
found on your files containing views of your predecessors to the effect that 
this charge—whether you call it a supervisory fee, or headquarters fee, or 
whatever it may be—would be reduced in the course of time. Was that 
intended to apply to the absolute amount or to the rate because we have to 
take account of the very substantial increase in the turnover of business?— 
A. I would say in the actual amount, not in the formula. But, I, would add, 
in fairness to the company, that the most pointed remarks or comments in our 
_ files in that respect occurred in memoranda back about 1938, when admittedly 
the business of the company in Canada was very different from that of today. 
For one thing, it had not acquired the business of the Campbell Finance Corpo- 
ration, which occurred in 1947, and which added enormously to the volume 
of business transacted in Canada by this organization. 


a PR em tt 


. 


N 


a 


sy 


* 


ia 


BANKING AND COMMERCE eine | 525 


Q. Has the rate in fact increased, if you apply it to the volume of business? 
—A. No. So far as Iam aware the formula has remained the same, except that 
in 1954, in addition to the change in the formula that I mentioned previously 
and which has now seemingly been reversed, namely, the elimination of 


_ expenses at the branch office supervisory level, the company, in dividing the 


pooled expenses between the U.S.A. and Canada, I think changed from the 


net income, as the basis, to the average of two bases, the first of which was 


the average amount of balances outstanding during the year, and the second, 
the average number of accounts outstanding during the year. That latter 


- formula has certainly been used since 1954 in dividing the fee between the 


licensed Canadian company and the unlicensed Canadian company. The effect 


of that change if anything was to reduce slightly the burden of the fee on the 


\ 


Canadian companies as compared with the United States companies. 


Q. Are we to take it from what you said later in your evidence in regard 
to the difference between the two statements, that now the company will be 
called upon to go back to the formula that was in existence up to and including 
1953, in making its return to you, so that the return to your department and 
the return to the Department of Internal Revenue will be uniform?—A. I expect 
that will be the result. 


@. Now, Mr. MacGregor, in regard to your concern in relation to your 


_ responsibilities for this, I suppose we are up against this situation, are we not, 
_ that there is question of our national concern—there is a national, or nationalist 
‘ feature here? We would like to see as much as possible—and this I take to 


be your view—of the business of Canadian companies done in all respects in 
Canada rather than to have some of the services performed in the United 
States on their behalf?—A. Well, I would not like to take that position too 
firmly, Mr. Fleming. Our main concern is that the published statements of 
every company under our supervision should reflect accurately the expenditure 
and complete operations of the company. 


Q. I do not wish to misinterpret what you have said, Mr. MacGregor; 
please correct me if I have misunderstood you. I tock it from your earlier 
statements that there were two factors in your attitude toward this matter of 


: _the fee—call it supervisory or headquarters or whatever you like. The first was 


- that you wished to see the services that are rendered to Canadian companies 


within your charge and for which they are billed, carried out as far as possible 
within Canada. Secondly—and I am not saying that it is second in importance— 
that you regard it as your responsibility to see that the statements of these 
companies reflect accurately and in all respects, the cost of doing business and 
other factors; and that in relation to the duty of ensuring accuracy, you found 
a difficulty in relating an arbitrary charge, such as a pool which then is broken 
down among different subsidiaries on a formula which necessarily must have 
some arbitrary features about it, to the actual cost incurred. That leaves you 


_ with some difficulty with degard to ensuring accuracy. Those, I think, were the 


two features with regard to you attitude toward the fee. Have I correctly 
interpreted your evidence?—A. I think you have, Mr. Fleming. Inherent in 
this pooling procedure is, of course, the fact that the Canadian company is 
bearing its pro rata share, so to speak, of expenses incurred by various member 
and subsidiary organizations in the United States where the rates of expense 
may be very much higher than in Canada. If we want to be in the best position 
to understand the earnings and profits of the Canadian company I should not 
like to feel that there was any doubt—or much doubt—that the Canadian 
company was being asked to bear any share of a relatively higher level of 
expenses that might be inherent in the operation of these United States 
companies about which we know nothing. 
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By Mr. Macnaughton: 


@. My question, Mr. Chairman, was on the same lines as that asked by 
Mr. Fleming. I was just interested in finding out, in view of the great increase 
in the business the company does, whether the supervisory fee has increased 
in the same proportion, or whether it has been Over-increased, so to speak, 
until it is out of proportion to the increased business. Is it in the same rela- 
tion? Increased business would naturally mean an increased fee inasmuch as 
more services are rendered—A. have not looked into that aspect of the 
matter carefully, but if I were asked to guess I would say that the proportion 
has not been increasing but probably has been declining somewhat and, of 
course, the part of the fee allocated to the licensed company is now going 
down simply because the volume of business in the unlicensed company is 
increasing at a much more rapid rate, so that the unlicensed company is rapidly 
assuming a larger share. _ | 


Mr, 


By Mr. Thatcher: 


@. You say that you would expect this supervisory fee to decrease over 


the years. I cannot follow your reasoning there because I would think that 
as the company increased the number of its branches expenses would increase, 
and certainly over the last few years rent and everything else has gone up 
substantially. Why would you think that expenses should go down instead of 
up?—A. The main reason for the expectation of a reduction in the fee on the 
part of my predecessor lay, I believe, in the expectation or understanding that 
as time went on the Canadian company would become more independently 
established in Canada. That has not been entirely the case and many services 
are still provided by the parent company. 
_ Q. But if the company chooses to do that work in their American branch, 
surely that is their business? If it is a legitimate expense why should not 
they charge it up?—A. This is a Canadian company; it is not a branch of an 
American company.- This company has its own board of directors who, of 
course, in part, have a close connection with the parent organization but 
through whom one might normally expect policy direction and so on would 
flow in the normal course. 

Q. Certainly all expenses have been going up in the past few years— 
A. I quite agree. i : 

Q@. —I cannot see why this should be an exception. 


Mr. Gour (Russell) : For my part, I think it would be desirable if the 


committee were given a full breakdown with respect to the sum of - $725,000, 


giving us precise figures for each item including the cost of the money they . 


lent to their Canadian subsidiary. I think that would only be right. We 
should have something in detail—something that we could understand. 


The CHAIRMAN: Has not the witness stated that this has been done, and 
that this sum has been broken down into the various items? 


By Mr. Gour (Russell): 


Q. But I would like to direct this question to Mr. McClure, and ask him 
about it. I understood that a breakdown was given with respect to $50,000, but 
what you know about $50,000 does not help you very much with regard to this 
much greater sum. There is too large a margin and that is why we cannot 
understand what this money is paid for. It is important, I think, that we 
should have a detailed statement with regard to this amount of $725,000.— 
A. The company does distribute the so-called fee, Mr. Gour, among the several 
component items—salaries, rent and so on. The actual additional amount is 


also known every year. Having determined the fee in toto it is then distri- 


buted among the several component items of expenditure. 
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; Q. You ease. what they charge for the money for finance to these com- 
_ panies?—A. Yes. 

@. How much interest per year, and so on?—A: Yes. 

Q@. You have details of all their expenses?—A. Yes. 

@. But you cannot know if the figures are exact in respect of the rent 
; they pay so on; you are just given an amount of so much money?—A. That 
is true, but our examiners can get the full details at the company’s head- 
_ quarters in Toronto, and they do. 

# Q. And, further, you would be able to find out details of any service 
- included in that Be rine of $725,000, or if there were to be an over-charge you 
- could decide whether it was an byep-chatec or not, and if necessary you could 
_ take the matter up?—A. Perhaps I might say again that in mentioning this 
- matter in the first place, I did so merely as a matter of information to the 
- committee because it is a unique practice. Personally I do not think it will 
_ make any real difference in determining the rate formula because this company 
q has a level of earnings which would enable it to “live” under rates that perhaps 
3 no other company could live under, anyhow. | 


By Mr. Monteith: 


5 Q. With regard to this fee, Mr. AMacOibedor thie charge of $725,000—is 
it broken down on the basis oF a monthly period which varies, or is it just 
an annual rate broken down and distributed among the accounts of the 
- Canadian company once a year?—-A. The company only files a statement to 
- the department once a year. I must admit that I have not personnally 
_ inspected the books of this company at the head office, but my impression 
is that it is determined monthly. 


By Mr. Vincent: 


Q. What is the rate of interest charged by the parent company to the 
Canadian company.—A. For borrowed money? 

@. Yes.—A. 4? per cent since 1954. 

Q. And these expenses are paid on the earnings of the company?—-A. The 
payment by companies for borrowed money is reflected in the expenditure 
in the financial statement. 4 
Q. Why this service charge? Instead of a fee of $725,000 could they not 
just charge the rate of interest that would permit the company to take care 
of the supervision and all expenses?—-A. I think the answer is that the services 
_ of the parent organization in providing borrowed money are only one of the 
_ services that the parent organization is said to furnish. There are many 
-others—research, the training of personnel and so on, which were mentioned 
at the last meeting. 
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By Mr. Fleming: 
Q. And it would not contribute to accuracy in your statement to include 
charges for services of that kind in the interest being paid on borrowed money? 
A. No. 

Q. It would defeat oes purpose of ensuring accuracy in the statement?— 
FA. I quite agree. z 
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By Mr. Cameron (Nanaimo): 
Q. I wonder if you would turn to table 5 of your statement, Mr. MacGregor. 
i I notice there there are two companies listed—Household Finance and Personal 
a Finance, and figures are given relating to borrowed money. When you obtained 
this information, that, for instance, the Personal Finance Company borrowed 
from the parent company some $32 million and Household Finance borrowed 
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some $45,400,000, was it your understanding that that was the parent com- 
pany’s own funds?—-A. No; the money that the licensed company—House- 
hold Finance Corporation of Canada—borrows from its parents and affiliates, 
comes, I believe from Household Securities Limited, which is an intermediate 
holding company, and from the parent company in Chicago, Household Finance 
Corporation. Household Finance Corporation, the parent company in Chicago, 
has in the past borrowed both in Canada and in the U.S.A. It has borrowed in 
Canada from institutional investors like insurance companies—both Canadian 
companies and American companies doing business in Canada—but I believe 
that conditions more recently have been such that the company has been 
borrowing exclusively in the U.S.A. Household Securities Limited also borrows 
from the parent and I have no doubt lends to the unlicensed Canadian company 
as well as to the licensed company. . 

@. Well, this sum of $45 million odd would be money originating in the 
public market, would it?—A. Yes. 

Q. Or does it represent funds already in the possession of the parent com- 
pany or its affiliates?—A. I would say it is money borrowed by the parent, not 
merely in 1955 but over the years, and this is the present aggregate indebted- 
ness of the licensee to the two companies—Household Securities Limited and 
the parent in Chicago, Household Finance Corporation. 


By Mr. Argue: 
Q. Mr. Chairman, I wonder if Mr. MacGregor could tell the committee why, 


in his opinion, the company has not followed his suggestion in reducing the 


amount?—A. I think there has been some misunderstanding somewhere. We 


thought it was to be a real reduction in the formula; but it does not seem to 


have turned out that way. Where the misunderstanding arose, frankly I cannot - 


say. I do not believe that the misunderstanding was in the Department of 
Insurance. I think it arose somewhere within the company, but whether in 


Toronto, Chicago, or between the two, I cannot say. One would have to ask 


the company itself to answer that question. 


Mr. FLEMING: I am sure it would not be in Toronto. Misunderstandings 


never arise in Toronto! ‘ 


The CHAIRMAN: Some other peculiar things happen in Toronto. 


By Mr. Argue: 


Q@. Might I ask whether Mr. MacGregor thinks there js any particular 
advantage to the company in Keeping this supervisory amount relatively 
large?—-A. Well, it is a deep-rooted accounting practice to which the parent 
company, and the organization as a whole, is obviously closely wedded. I 

do not think that the Department of Insurance will press the issue any further. 
. Q. From your knowledge would you have any idea whether it is to the 


financial advantage of the company to have this amount listed as an expense ~ 


to the Canadian operations?—A. I do not think that the charging of the item 
itself is the important thing. So far as the efficiency of operations is concerned, 


* 


it is the method of operation itself that really counts. Having regard to the — 


fact that this company has built up its business in Canada so that it is now 


by far the largest operator and has relatively the best earnings, it is pretty — 
difficult to criticize its methods of operation. We never have criticized its — 
general methods of operation. We have regarded this fee primarily as an © 
accounting matter. We have never suggested to the company that it should — 
change its,methods of operation; that is primarily for the company itself to : 


decide. 
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Q. If this item was wiped out entirely in the company’s return to the 
Department of National Revenue, do you think that the changed over-all 
result would be a cost to the whole organization?—A. Would you mind 
repeating that? 3 : 

Q. If the company, in its income tax return to the Department of National 
Revenue, eliminated the $725,000 entirely, do you think that that would 
improve the financial position of the whole organization—Canadian and 
American subsidiaries and so on—or would it cost the company some money?— 
A. I do not think it would improve the profit position of the organization as a 
whole. I am not enough of a tax expert to know what advantage or dis- 
advantage would arise taxwise by reason of this practice. Superficially at 
least, the more expenses put through the Canadian company, the smaller the 
taxes paid in Canada. But I would assume that there is a compensating 
increase in their tax burden in the U.S.A. 

Q. You do not know how you would compare it?—-A. I should not care 
to guess. I am not sufficiently familiar with all of the tax wrinkles, certainly 
not in the U.S.A, 


By Mr. Monteith: 

Q. The withholding tax on dividends would have an effect there, would 
it not?—A. Of course, any Canadian licensee may borrow from its parent— 

Q. No—on dividends paid by the subsidiary company to the parent 
company. 

The CHAIRMAN: They are only 5 per cent. 

The WrtNnEss: The withholding tax of 15 per cent would apply to dividends 
and to interest paid by the Canadian company to the parent for money 
borrowed. 


By Mr. Fleming: 

Q. It depends on the currency in which the dividend is declared.—A. That 
is true. But this should also be considered: the Income Tax Act was amended 
a couple of years ago so as to waive, in effect, the withholding tax where the 
money is borrowed in Canada by the parent and the parent is acting as 
borrowing agent for the Canadian licensee. 

The CHAIRMAN: That is allowed under the Canada-United States Recipro- 
cal Tax Agreement. 


By Mr. Follwell: 
Q. If I understood you correctly, Mr. MacGregor, you said that you 


reported this particular item of the fee to this committee only as a matter of 


information and not particularly with a view to being critical of the company, 
and that you felt it was unique in the company’s operation and that the 
committee should have the information. Am I correct?—-A. That is correct. 


By Mr. Thatcher: 

Q. Mr. Chairman, I think there is a fairly important principle involved 
here, that an American company has invested a good deal of money in Canada 
and if they feel that a certain sum is needed for a supervisory purpose, it seems 
to me that that is their own business;.and again there could be a danger that 
American investment in Canada might be hurt if any government department 
tried to tell them that they could not protect their investment by charging these 
particular fees——A. We have never told them that they could not, and they 
have not changed their practice. 
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By Mr. M acnaughton: 


@. It comes down to this, that there is a difference of opinion between the 
department and the management. You think it should be one way and they 
think it should be the other way; that isa matter of opinion.—A. I do not look 
upon it as a question of management volicy, but rather as a question of 
accounting. Certainly we have nothing to say about management policy. 


@. We could argue about accounting methods from here to doomsday. 
The CHairMAN: Are there any further questions? 


By Mr. Follwell: 


@. Mr. Chairman, I have a question arising out of what Mr. Fleming said to 
Mr. MacGregor and Mr. MacGregor’s answer. I think Mr. MacGregor said to 
Mr. Fleming that the supervisory fee was proportioned on a certain formula 
and that it was possible that the expenses in the US. might be a little bit 
higher than in Canada and that, therefore, the Canadian company would bear 
a little heavier portion than they should. But, Mr. MacGregor, would you 
agree that, conversely, if the expenses of operation are larger they might be 
more efficient in the United States and that there might be an advantage to 
the Canadian operation on the same formula?—A. I think I would agree 
except that on the whole we believe that expenses generally are lower in 
Canada than in the U.S.A. While I am not intimately familiar with the size 
of the operations of the member companies of Household Finance Corporation 


in the U.S.A., I would be surprised if any of them are as large as the Canadian 
companies. 


@. But in sum total due operation in the U.S.A. is much larger?—I think 
about two to one in the aggregate, but they are spread amongst a far larger 
number of operating units over there than here. I cannot believe that 
the general expense level in an operating units in the U.S.A. is as low as 
it is in the two companies in Canada. 


Q@. You cannot believe that, but it might be a possibility that that 
is so?—-A. On the average, I do not think that it can be so. 


By Mr. Fleming: 


@. Mr. MacGregor, when you put this reference in on page 26 of your 
statement I am sure that you did not foresee that it would have the committee 
stalled on it for two and a half meetings.—I had no idea of that whatever. 

@. The point which I wish to have clear is this: if the bill which has been 
referred to this committee is enacted in its present form, is it going to have 
any bearing whatever on this question of the fee, whether you call it super- 


visory, headquarters or any. thing else?—-A. I do not think so, Mr. Fleming. 
None at all, 


Mr. Puitpott: Then I think we should leave this and get on with the _ 
rest of it. 


The CHAIRMAN: You think it is time, do you? 
Mr. Philpott: Yes, well past the time. 


The CHAIRMAN: If there are no further questions we will go on with Mr. 
MacGregor’s statement at page 26. 


The WITNESs: Table 6 shows the average annual rates earned on the differ- 
ent classes of business. For loans over $500, although the prevailing rate is 2 
per cent per month, the lower annual rate shown for the Canadian Acceptance 
Company is explained by the fact that that company charges only 14 per cent 
per month on all such loans. Personal Finance adopted a new scale late in 
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1955 for loans over $500 which grades down to the equivalent of 1:73 per 
cent per month for a $1,000 loan and 1:65 per cent for a $1,500 loan. Com- 
mercial Credit Plan and Union Finance charge 12 per cent per month on all 
loans over $500, while Niagara Finance has a graded scale running down to 
about 1-8 per cent for a $1,000 loan and 1:7 per cent for a $1,500 loan.’ 


By Mr. Henderson: 


Q. What percentage of the loans does that group represent?—A. I am 
afraid it would take a little time to give it to you accurately; perhaps 25 to 
30 per cent of the loans over $500 would be made by the companies I have 
mentioned, that is by Personal, Commercial Credit, Union Finance, and 
Niagara. | 

several licensees in the “All Other” group also charge somewhat less than 
2 per cent’ on the larger loans but a few charge more. Equitable Finance 
charges only 12 per cent on small loans as well as loans over $500. 


By Mr. Macnaughton: ; 

@. May I ask one or two questions: several firms in the other group also 
charge less than 2 per cent per month on the larger loans, but a few charge 
more than that. Would you give us the names of the companies which charge 
2 per cent per month, and those which charge more than 2 per cent per month? 

Mr. FLemine: And could you tell us what the rate is that they do charge? . 


By Mr. Macnaughton: 


Q. Yes, I was coming to that, and the types of loans, and the security. 
—A. Century Credit charges 24 per cent for loans of twelve months, and 2 per 
cent, approximately for loans of 24 months. 


Fairway Finance uses a rate scale that approximates to 21 per cent per 
month. 


Merchants Finance works on the basis of a percentage added at the time 
the loan is made, and the so-called add-on may be as high as 20 per cent which 
means an effective monthly rate of about 3 per cent. But we have .instances in 
that case where, because of the absence of an appropriate refund when the 
loan is refinanced during its currency, the effective rate is as high as 5 per 
cent per month over a series of successive loans. 


By Mr. Ape: 
@. What does the 5 per cent per month work out to as an annual rate? 
The CHAIRMAN: You mean on a decreasing bill? 
The WITNESS: I would have to look it up. I suppose about 85 per cent. 
Mr. MAcCNAUGHTON: Are there any others? 


By Mr. Fleming: 


@. Where is that company doing business?—-A. Toronto. 

Q. I did not hear you give the name of the company.—A. Merchants 
Finance. 

Q. Oh!—A. It has only one Office. 


The CHAIRMAN: As a counsel,-Mr. Fleming you should know that you 
should never ask a question unless you know the answer. 


Mr. FLEMING: But I did not hear him give the name of the company. 


By Mr. Follwell: 


Q. What type of risk would they take on that basis?——-A. They justify that 
rate on the ground that they are lending to people on doubtful security. But 
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I have seen a loan secured by an endorser as well as by a chattel mortgage on 
furniture and on a truck that was not very old. These were all security for 
a single loan where the charge was about 3 per cent per month. 


Mr. Gour (Russell): That is a shame! 


By Mr. Macnaughton: 


Q. Would that be on a second mortgage loan?—A. Not netosceeie: it might 
be, but not necessarily. 


By Mr. Thatcher: Psy 
Q. Would you care to comment on how those particular rates would com- 
pare with similar rates in the United States? Would they be higher or lower? 
—A. Might I just finish the list first? There are not many more, perhaps no 
more? 
Q. Yes.—A. I think those are the-main instances where the rates charged 
on loans over $500 exceed 2 per cent per month as far as licensees are concerned. 


By the Chairman: 

Q@. How many were there out of that total which charged more than 2 
per cent?—-A. Three, but I may say that these rates were given in reply to a 
circular sent out for this particular purpose, and not every licensee returned 
the circular, so that in some cases I cannot say for sure what rates are currently 
charged. 

Q. This only applies to the licensees?—A. That is right. 

Mr. ARGUE: I think the rates which have been listed are absolutely stun- 
ning! JI had no idea such rates were charged. 


By Mr. Macnaughton: 

Q. Perhaps it would help if I were permitted to finish my questioning. 
How long were these loans made for, usually? Were they for three year 
periods, or. for longer periods?—A. Probably 24 months would be the most 
common plan, but I have seen some instances where the first loan might be for 
12 or 15 months, and then during its currency it was increased to a larger 
sum, and the term was likewise increased, but I would think that the maximum 
term would never exceed 36 months, and probably it would never exceed 
30 months. 


By Mr. Thatcher: 

Q. Could you get to my question of how these: rates would compare with 
American rates?—A. I am afraid I cannot give you any precise information 
concerning the rates charged by small loan licensees in the United States on 
larger loans in that country. Generally speaking the small loan legislation 
over there applied only to loans of $300 or less in older times, but more recently 
to $500 or less. More recently still, there has been a distinct tendency to increase 
the scope of the act in several states. The maximum now in some states is _ 
$1,000, and in others $1,500, while in still others, $2,500. In California it is 
$5,000. The states generally authorize a graded scale. Generally speaking, I 
would say that the maximum rates authorized are higher than the graded 
scale in the present bill. 

@. How would those rates compare to the rates we have in Canada today? 
Are their rates higher or lower? I mean their maximum, for instance, on these 
various loans; are they higher or lower than what we have in Canada today? 


applies. 
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By Mr. Benidickson: 

Q. Between now and the time of our next meeting would it be possible 
for Mr. MacGregor to make up a compilation for the committee of such infor- 
mation as he has on hand with respect to United States loans in this field?— 
A. I can readily give you a summary of the rates charged in the States. I 
have them here. I think what you are looking for is the effective rate according 
to the graded scale. 


By Mr. Thatcher: 


Q. I want to know what the British legislation provides for, and what 
the legislation provides for with respect to the maximum interest rate on 
such a loan, and on a loan, let us say, of $1000, and so on. I want to know how 
our rates compare with theirs at the moment.—A. I think I can give that to 
you at this meeting, and I shall be glad to table a summary of the maximum 
permissible rates in the United States. 

Q. Yes.—A. It may be that there have been some changes made in 1956, 
but I think that this summary is accurate and generally up to date. 

Q. You made a general statement, did you not, that they are higher at 
the moment in the States than they are in Canada, or did you?—-A. Generally 
speaking the maximum permissible rates for loans up to, let us say, $500 are 
higher in the United States than in Canada, but most of the states have adopted 
a graded formula whereby for the larger loans a very much smaller rate 


There are many states which prescribe a rate of one half of 1 per cent, 
or five-sixths of 1 per cent, or one per cent per month on the element of a 
loan above $300 or $500. 

Q. I think the suggestion made by Mr. Benidickson is a good one. I think 
the committee should have detailed information on it for those two countries so | 
we might be able to gauge how our own rates look as compared to the others. 

Mr. ArGuE: I was asking a question when I was interrupted. Might I 
complete it? 

Mr. FLEMING: I wish to ask about the summary which Mr. MacGregor 
is to provide us for the next meeting. 

The CHAIRMAN: I think we will have time for both. 


By Mr. Fleming: 

Q. The acoustics of this room being as bad as they are I could not hear 
whether you said you would prepare this information on several states of the 
Union or on the several states of the Union. I think we should have it in as 
complete form as the information may be available. It would be of little 
assistance to us if it was just for several states of the Union. Can you give us 
that information complete, or virtually complete, with respect to all states of 
the Union?—A. I think so. 


By Mr. Macnaughton: 
Q. And for the United Kingdom also?—-A. The situation there is different. 
Q. I know; and that is why I want to compare it.—A. I can tell you what 
the situation is in Great Britain. It is hardly a case where any table need be 
prepared. Under the Money-Lenders Act a rate of 4 per cent per month is 
mentioned. 


By Mr. Thatcher: 
Q. In Great Britain?—A. In Great Britain. 
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@. Four per cent per month?—A. Four per cent per month is mentioned 
as the turning point in respect of the enus of proving whether the charge is 
usurious or not. If the lender charges more than 4 per cent it is presumed 
to be usurious, and the onus is on the lender to show that it is not. However, 


if the rate charged is less than 4 per cent, the borrower may still prove that: 


the rate charged is usurious, but the onus is on the borrower in that. case. 
Q. Then our present rates are away under Great Britain’s, are they?— 
A. So far as a legislative maximum is concerned, in a sense, yes. There is 
really no legislative maximum prescribed in Britain at all. 


By Mr. Argue: 

Q. Mr. Chairman, I want to ask whether the companies that Mr. MacGregor 
listed, that charge more than 2 per cent per month on certain loans, in fact 
have any large losses, or any large loss ratio? Does their loss ratio stand out 
in relation to the losses of the companies generally?—-A. No, I would not say 
their losses are substantially higher: but certainly in one case, at.least, their 
expenses are higher. 

@. So that if they had followed the general pattern as shown by the 
_ Information that you have, from different sources,—not necessarily this com- 
mittee—their loss ratio might be a quarter of 1 per cent?—A. It might be 
higher than that. 

Q. It might be one-half of 1 per cent?—A. It might be 1 per cent. 

@. Or even 1 per cent?—A. I would have to look up the actual loss ratio 
for those cases. 

@. So that the business they are doing does in fact carry with it a little 
more risk than in the general small loans business? I think it is borne out— 
—A. I would admit that in the case of the lender mentioned that charges a 
substantially higher rate than all others, it probably does make some loans 
Where there is a higher degree of risk. 


By Mr. Quelch: 
@. Are their profits substantially higher?—A. Protits? 


@. Yes.—A. Their apparent profits are about the same as some others. 


In the case of Merchants Finance Corporation the net profits, after interest 
and taxes, as compared with the proprietary interest, that is to say the capital, 
the balance of the profit and loss account and so on, probably run about 25 per 
cent per annum; but that is after a very heavy charge for salaries. , 


By Mr. Argue: 


@. On the paid up capital it is over 100 per cent—their average paid up 


capital, which is listed in your table as being $38,100 for the Merchants Finance 
Corporation and their net profit, after income taxes is $41,651.—A. That 
licensee is hardly typical. It does charge high rates and has high expenses. 


By Mr. Regier: ‘ 

@. I wonder if it is possible for this committee to have a copy of the 
financial statement made to the superintendent of insurance by the Merchants 
Finance Corporation? Is that public property?—-A: All of the important ele- 
ments in that statement are included in the annual report of the Department 
of Insurance, Mr. Regier. 

Q. What I meant— 
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APP! 1 
LICENSEES UNDER THE SMALL LOANS ACT 
TABLE 1 


Abstract of Small Loans Experience 1940 to 1955 


1940 1941 1942 1943 1944 19 
945, 1946 1947 1948 
1 |Number of licensees| Deo! 31. Small Loans Companies 3 3 3 3 3 a Al ae 1960 1951 1952 1953 1954 1955 
Monejrlendere: ey ey ay 59 50 50 50 55 st 5 Fi a 5‘ 3 Al 4) 1 
f 59) 58 61 66 
‘ 68 69 69 62 53 = y 
53) 53 59) 61 59 60) 
2 [Number of small loans made during 101,614) 113,556 126,970 1 2 si e 85) 7) 
L ; i y aa)521/102)242| 180,781) 245 ; 
year. Money-lend 7. - ess > , 887) 294, 602) 376.4, 7 5 46. 
J Money-lenders 48,023 50,438 57,272 66,005 71,369) 84) 149 105,991 128; 286] S109 *S33s) “ou ord 73706] sola “36/081 CBE ee 
Totals ees seseeee air - - J Z : i fee 124, 882 
149}637|, 163994] 184)242|/ 210,526] 233,611] 264,030} 351,878] 422)88s| 4a8,4oo|| 408,144/ 586,672) 680,174) 75/8001 770/440/ sai ,72i| _go,135 


3 |Amount of small loans made during} Small Loans Companii 


«|$ 13,423,217 H 7 766 ea 
S$ 15,011,690/$ 16,797, 124/$ 19,328, 551/$ 23,684,406|$ 27,767,766/$ 40,188, 730/$ 50,761,348|$ 69,912,461|$ 86,303 ,395|$105, 746 ,067|$127,072, 745 $147 , 674, 785|$154, 802, 042]$163 , 680, 051|$162, 708,429] 3. 


year. Money-lenders : ae 
a Money-lenders 6,991,009} 8,026,867} 8,798,006) 10,377,014] 11,590,943) 14,122,754) 18,193,481] 23,282)833| 12,131,871] 12,963,686] 13/549,304| 15,866,101) 19/486,663| 19/701/513| 23/016,848| 28/530.770) 
Be =e ; = — - : x u Ll z me) Pat 2 A Heeb ed 
ra ‘otals I$ 20,414, 226/§ 23,038, 557/$ 25,595, 130/$ 20,705, 565|$ 35,275, 349/$ 41,800, 520/$ 58,382, 211|$ 74,044, 181|$ 82,044, 382|$ 99,267, 081|$119, 205,47 i 74,5 S 
s ; 044, 7267, 205, 371)$142, 938, $46|$167, 161, 448}$174, 503, 555/$186, 696, 899|S191, 248, 199 
4 |Average small loan made during year. .| Small Loans Companies... | 132|5 132|$ 132/s 134)s 146)s 154 g $ ae Sale 
Money-lenders 146 159 154 157 162 esl role Tale reels Bale at aa 22s 22615 2231s Bai) 4 
215] 225) 229) 234 239) 
All Licensees. 136|5 140|s 139|$ i4i|s 151/s 158|s 166/$ 175|8 187/S 199/$ 203)$ 210/s 2201/5 226)8 24/8 222 
5 |Number of small loan accounts out-| Small Loans Companies. 66, 553 81,378) 7 a 59,6 se 
‘ ) i 59 5 i ; 19 ’ 46) 53,320) 59, 080) 60/761 69/561 85,379) 
Totals....... Test 99, 239 119, 178 134,720 148,305] 159} 323} 175,707 232, 996 282,372] 303,145] 334,612|| 385,348) 442,959 407,504] 482,076] 523,628) 520, 556] 
6 |Amount of small loans balances out-| Small Loans Companies.....|§ 6,266,336/$ 7,557,414|§ 8,485,590/$ 9,768, 50 3)3 : : = —|— 
t : ; 485, ; |S 11,548, 308|$ 13,354, 015/$ 20,307,530/$ 24, 425,312|$ 36,532 718,07 51, 133,863/$ 67,011,502|8 7 7 703|$ 7 
Ee TL Uae : 1557, 768, 8,308)$ 13,354, 1307, 53 ,425,812|$ 36,533, 501|$ 43,718,071)S 51,864,421/$ 61, 133,863/S 67,611, 502|S 71,830, 008|8 76, 948 500,235] 6 
y 3/585, 149} 47187'310) 476967545] 5/2317360/ 57785/003] 7/020/509| 9) 309/370| 12/411 /187| G/115;156| 6/45/429| 6 1742/a1i| $)126/043] _9/378/835] 10,010,407 11874186 {aigea'oa4| ° 
Totals...«.2---0ee8 $9,851, 485|$ 11,744,733/$ 13,182, 135/$ 14,999, 866|$ 17,333,311|$ 20,375, 424|$ 20,616, 900/$ 36,836,499|$ 42,648, 657/5 50,2 IS 58, 606,932|$ 69,259, 906)$ 76,990,337|$ 81,840, 415|$ 88,822,891/S 88,824,459 
7 |Income earned on small loans during] Small Loans Companies 1,006,728/$ 1,642,825|$ 1,891,706|$ 2,047,076|s 2 a BuElS 1822, 524,450 
z 1006, 1642, a ,047, 1439, 447/§ 2,430,645/$ 2,926, 851/$ 4,389,823/$ 6,428, 170 $ 3,9 7 $ 16,099, 761|$ 17,205,242/S 17,275,304) 7 
come Sonali ate 5 9 430, 1926, 1380, ,428,170/8 8 § 10, 118,911|$ 12,863,924/s 15,078,330/$ 16,099,761/$ 17,205, 24315 17,275,304 
Money-lenders 508/535] 911/087| 1/021/144| 1/152,637| 1,237/549| 1,400,994] 1,602,217} 2\027\080| 1,282,496] 1 i 11480403] 1,082/502| 2/07 2/193/696| 2/405/461)  2/049/820| 

et Totals;..2-=-5-s5 -|§ 1,515)263/§ 2,553,912\§ 2,912,850|$ 3,199,713|$ 3,670,990/S 3,831,639/$ 4,619,068/$ 6,416,903/$ 7,710,666/$ 9,551,507|S 11,599.314|$ 14,546,420) 17, 157, 500)S 18,203, 457/S 19,670,703|5 20,225, 124 

8 |Ratio of income earned to average) Small Loans Companies. — 23-8% 236% 22-4! io Te 5 
Ai lt r avert L : = 3-8 % 36% 2-47 22.9% 19-5% 174% 19-6% 211% 20-4% 21:2%, 22-83% 23.4% 23-19 23-1% 8 
balances outstanding during year| Money-lenders..... ; 23. 23-0 23-2 22.5 21-9 20-7 (G7 13/8" 218 22.3 22.6 23:8 22-6 22.5 

All Licensees.....-..-..- = 237% 23-4% 227% 227% 203% 19-3% 19-4%, 20-6% 21-3% 22-89% 23°5% 23-09%, 23-1% cE 
9 |Ratio of net amount written off to] Small Loans Companies... = O1% 0.1% 0-1% 052%; g 7 3% 
i =| @ a 27% 04% 0.7% 0-3% 0.2% 0:2% 0-2% 0-3% 04% 0:5% | 9 
seme balances outstanding, dur-| Money-lenders......... 3 = 0-8 0-9 0-9 0-7 1-4 Ll OT 120 ilesk 0:7 09" 0-9 1-0” 
All Licensees.....--....- = 03% 04% 04% 04% 07% 05% 08% 04% 0:3% 03% 0-4% 0:5% 0-6% 
10 |Ratio of net increase in reserves for| Small Loans Companies. — 27% 0:8% | (—)0-1% 0-19 3% 5% 6 Z ’ i 
= ae) G vi “1% (—)0:3% 1-4% 05% 0-59 04% 0-6% 0-2% 0-29 02% —)0-1% }10. 
Dl sata ovayernee palaces out-| Money-lenders i = 1-0 197) nes i Od 0-9". 0:30 |) (0-1 OR 0:3 (i ONG (Sua Oa | Sos 
/0)- = 
a ‘All Licensees. ........... = 21% 1% 05% 02% 01%, 11% 0:3% 0:5% 04% 0-6% 0-3% 0 01% 0-2% 0:0% 
11 /Ratio df net amount written off plus} Small Loans Companies. _— 2-8% 08% 0-0% 0-4% 0-0% 7 5 % 5 i 
2 0 : Y 8%: 0% : H 1:7% 1:2% 0-8% 06% 0-9% 04% 0 05% 0:6% 0:4% |L 
Zfincrease in reserves for bad] Money-lenders = 1-8 26 ae othe 23 ; 9) : 5. a de : 5 
gor | ebis to average balances outstand-| : f a Es Be a oe) a Be ze = a = ae 
ing during year (%). All Licensees. . — 24% 1A% 0-8%, 0-6% 0-8% 15% 11% 0-9% 0-8% 1.0% 0-6% 0:4% 0:6% 0.0% 00% 

12 |Average cost per outstanding account) Small Loans Companies... .. — SO Leste Sh 205 41S) e270 a8, 1.39 |$ 96 |S 1.33 |$ Gyo |Sunaeon IS) anoSua|S Ma75le |SMeeayo2! |s) 2:14 8 2.18) |S 2112) 1S 2.08 12 
per month ‘Gneluding sncome tax, Money-lenders,..... Sara a 1.60 1.65 1.62 1.54 1.68 1.57 1.46 1.13 1.82 1.97 2.20 2135 236, 2.54 2.82 
serves for bad debts sbut excluding All\Licensees......-.-+.- = Saar ARE TT (S TTI NECN |S Pte TIlE aS Re ste S| G's |S ELTON Su O-TNSdAT7i=2 18 72220) S927 Is 2.19 

13 |Gross earnings on small loans business] Small Loans Companies. 107,293/5  688,700/§ 992, 746/$ 1,152, 742/5 1,407, 012/$ 1, 247,391/$ 1,901,407] 4,184,771|$ 5,271,665]S 6,970,080) 9,392, 283/88, 944,752/13 
(before paying income taxes and in-| Money-lenders q 50,836 270)761 230,058} 316,716 402/785 360,086 800,344 488/191 516,496] 482/579) 509, 474 
terest on borrowed money but after) ee 
net write-offs poet transfers to Totals...,..-.- ... |S 158,129]§ 959, 551/$ 1,282,704]$ 1,469,458|8 1,809,797/$ 1, 607,477]S D 701 7a1|$ 3)472\000/$. 4,072, 902|8 5)788,161|$ 7,452, 050]8 8,787,599|5 9, 124,945/§ 9,901, 757)5 
Teserves for bat el ). 

14 |Ratio of gross earnings to ayerage| Small Loans Companies..... _ 100% 124% 126% 13:2% 10-0% 68% 8:5% 100% 10-4% 12-3% 12-6% 11-8% {14 
bats outstanding during year| Money-lenders........-.... = 7-0 Bed 4 ‘ie 5-6 7.0 (eo 47, 74 65 7:6 Bo) 

fe): = = 
All Licensees. a = 89% 9.9% 10-4% 112% 8.5% 6-9% 81% 3:7% 101% 17% 12-07% 6% 102.7032 

15 |Net Profit 7/8 3 
(after income tax, interest on bor-| Small Loans Compan: ‘\(—)s 68,992/$ 219, 881|S 430,589) 526, 116/$ —631,057)5 1,049,455) 860,S40/$ 1,295,031/$ 1,819, 650/5 2,460, 423/52, 861,597/5 siol2 525 
rowed money, net write-offs andnet| Money-lenders.............\(—) 40,249) 101, 190] 58,316 73,677 135,538) 91,059 283/798 140,807 180,269 94,0 180, 264) 101,919 s. 
transfers to reserves for bad debts). s, = y = = es 1 aaatencle sataga TAI 99 019/$ 2/331, 684|$ $2,554,400/$ 3,050,801/$ 3,896,072)/$ 3,614,544) 3,125,203) 

Totala,.......-...\(=)$100)2418 0 B21,07i|s  488,005/8  500)703|S)760)595|8 1,140,514]§  692,705]8 1,144, 638)5 1,436,748)S 1,990, 910/8 2,81, 08) S10" ’ 
s: 


Jender from the small Jonns field and the transfer of its entire small Joans business to an associated small lonns company. 
. F -s being 14% between 1945 and 1948 and 12% until 1950. 


Nore 1.—In 1945, items 12 and 15 were distorted by a refund of income tax to a small Joans company in the amount of $336,667. 
st of the Jargest lenders, the monthly rate in some eases 


Nore 2—In 1948, the division of business between small loans companies and money-lenders was substantially altered by the withdrawal of the largest money- 
Nore 3—The reduction in the rates of income and earnings between 1044 ‘and 1950 was attributable mainly to reductions in the monthly rates charged by mo: 


Norte 4.—Al] figures for 1955 are subject to correction, 


APPENDIX “BY” 
LICENSEES UNDER THE SMALL LOANS ACT 


TABLE 2 


Abstract of Experience—Business other than small loans—1950 to 1955. 
(Loans over $500, conditional sale agreements, etc.) 


—_ — 1950 1951 1952 1953, 1954 1955 
Amount of balances—other than small loans—) Small Loans Companie: $ 5,156,705 | $ 8,933,116 | $14,617,740 | $23,105,616 | $29,394,323 $44,411,633, 
outstanding Dec. 31. Money-lenders 19,091, 024 20,980, 983 34,966,393 42,952,312 46,430,349 65,112,098 
HUA E, sononocasedod $24,247, 729 $29,914,099 | $49,584,133 | $66,057,928 | $75,824,672 | $109,523,731 
Income earned on business other than small | Small Loans Companies., S$ 769,483 | $1,715,570 | $ 2,564,108 | $ 4,380,802 | $ 5,990,320] $ 8,064,371 
loans. Money-lenders 2,912,533 3,580,061 5,329,560 6,811,744 7,916, 962 10,290,455 
Cota ls stereos eects 3 3,682,016 | $ 5,295,631) $ 7,893,668 | $11,192,546 | $13,907,282] $ 18,354,826 
Ratio of income earned to average balances | Small Loans Companies. 19:8% 24-37% 21-83% 232% 22:8% 21-9% 
outstanding during year (%). Money-lenders, ..... 16:7 17-9 19-0 17-5 7 18-5 
All Licensees. 17-2% 19:6% 19-9% 19:-4% 19-6% 19-8% 
Ratio of net amounts written off to average | Small Loans Companies 0-5% 0-2% 0-2% 0-2% 0-2% 0-2% 
balances outstanding during year (%). Money-lenders. . 0-7 1-0 0-6 0-5 0-5 0-5 
All Licensees. 0-7% 0-8% 0-5% 0-4% 0-4% 0-4% 
Ratio of net increase in reserves for bad debts | Small Loans Companies 4-3% 03% 0-7% 1-2% 0-6% 1:2% 
to ayenee balances outstanding during | Money-lenders.. 0-6 0-4 0:8 0-5 0-5 0-6 
year (%). 
= All Licensees........ 1:3% 0:4% 0:8% 0-7% 0-5% 0:8% 
Ratio of net amounts written off plus net | Small Loans Companies. 4-7% 0-5% 0:8% 1:3% 0-8% 1:4% 
increase in reserves for bad debts to average | Money-lenders 1:3 oi 14 1-0 1-0 1-1 
balances outstanding during year (%). 
All Licensees... ..- cit] 20% 1-:2% 1:3% 1-:1% 0-9% 1-2% 
Gross earnings on business other than small | Small Loans Companies. $ 400,258} $ 1,220,986 | $ 1,764,517 | S$ 2,384,680 | $ 3,561,251 | $ 4,561,333 
loans (before paying income taxes and | Money-lenders 1,321,236 1,612,415 2,556, 992 3,507,334 4,264,784 5,079,385 
interest on borrowed money but after net 
write-offs and net transfer to reserves for 
bad debts). BUSES noone scwor! $ 1,721,494 | $ 2,833,401 | 3 4,821,509 | $ 5,892,014 | $ 7,826,035 | $ 9,640,718 
Ratio of gross earnings to average balances | Small Loans Companies. 10-3% 17-3% 15:0% 12.6% 13-6% 12-4% 
outstanding during year (%). Money-lenders 7-6 8-0 8-5 9-0 9-5 9-1 
All Licensees....,... 8-1% 105% 10-9% 10:2% 11-0% 10-4% 
Net Profit i 
(after income tax, interest on borrowed | Small Loans Companies. $ 166,721) $ 374,276) $5 $ 602,743 | $1,240,179 | S$ 1,538,540 
money, net write-offs and net transfers | Money-lenders......... 454, 886 473,421 1,175,227 1,500,763 1,678,755 
to reserves for bad debts.) 
Wotaley es -eisielevas $ 621,607 | S$ 847,697 | $1,358,521 | $1,777,970 | $ 2,740,942 | $ 3,217,205 
APPENDIX “C”’ 
TABLE 3 
Total Net Profits'—Small Loans Business and Other Business—1950 to 1955 
= 1950, 1951 1952 1953, 1954 1955 
3 3 3 3 3 $ 
Small Loans Companies 2,334,018 2,834,699 3,434,528 3,835,723 4,752,804 4,783,995 
Money-lenders. .. 619,273 567,488 974,854 1,338,319 1,602,682 1,558,503 
Totals. . 2,953,201 3,402,187 4,409,382 5,174,042 6,355,486 6,3: 3 


* After income tax, interest on borrowed money, net write-offs and net transfers to reserves for bad debts. 
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APPENDIX “D’ 
LICENSEES UNDER THE SMALL LOANS ACT 
TABLE 4 


Total Profits, Paid Capital, Surplus Paid In, General Reseryes and Balance of Profit and Loss Account 
Experience 1952 to 1955 


Name 


Total Profits Before Income Tax 


Total Net Profits After Income Tax ome Paid Capital, 


** Average Paid Capital ** Average Surplus Paid In Surplus Paid In, General Reseryes 
and Balance of P & L Account 


1952 1953 1954 1955 1952 1953 1954 1955 1952 1953 1954 1955 


1952 1953 1954 1955 
$ $ $ 


73,211 60,773} 
157,851 166, 912) 
5,974,907) 5,937,260) 5, 
1,798,913) 3,185,712} 


1952 1953 1954 1955 


$ $ $ $ $ $ $s $ $ $ $ aes: $ $ $ $ 


33,081} 34,677] 31,004] 23,4441 250,000} 250,000] 250,000 250, 000).- 
77,396} 87,526) 90, 192} 88,952} 1,000,000) 1,000,000} 1,000,000! 1,000 , 000} -|Fos <asle 1,267,451) 1,319,911 
2,777,511) 3,029,907) 3,124,260} 2,654,758] 31070/000| 3,070,000] 3,070/000| 30717250 12,570 12,570] 13,975] 6,240,158] 7/198'255| 
546,540) 683,613) 1,507,348] 2,016,841] —'250;000/ 250,000] 625,000 1/000,000]__.... ---|_ 5,000,000] 9,675,000] 9,350,000] 1/233'219| 6/837/577| 


3,434,528) 3,835,723} 4,752,804) 4,783,995} 4,570,000) 4,570,000) 4,945,000/ 5,321,250 12,570) 5,012,570) 9,687,570) 9,363,975 9,122,502) 15,771,296] 


Sataty Loans Companies 


Canadian Acceptance 
Community Finance. 
Household Finance 
Personal Finance. - 


381 , 674] 415,553 448,393) 475, 617 
0} 1,43 


Totals, Small Loans Companies. .| 7,520,770) 8,004,882] 9,350,657| 9, 


23,634,605) 25,395,135 


Money-LenDERS 


: a ed oe 
{Blake Pierce. . 145,040) 4 426,371 
Bradley ‘Finance. 71,825 
Budget Financing 71,82: 
Canadian Personal. 32/300 


Capital Pinan 


Century Credit. Paty 
City Loan and Finance. 67,744 


Cobourg Acceptance. - 

Commercial Acceptance 
Commercial Credit Plan 
Commercial] Finance. 
Consolidated Finance 
Coupland Finance 
Crescent Finance. 


10,000) 10,000), 000] 10,000] 


Danforth Finance 28,291 
Dollar Finance. 8,104 
1, 432) 
9,139) 


Fairway Finance. 
Family Loan. .. 
General Finance, Kentville. 
General Finance, 
General Finance, 
Globe Mortgage 
Home Finance. 

Independent Finance. 


Insurance and Discount. 33,191 
Maritime Finance 21,310) 363, 900) 42 
Merchants Finance. 23,227 38/100] 120,910 
Merit Finance. - 6, 138) 10, 400) 16,618) 
Montreal Acceptance Ms 18,226) 93,220) 175, 627} 
National Finance 19, 836) Ath) Beane A Be 69, 806) 
National Plan. 35,796 13,300], - ale seul hSe heal ees 

Niagara Finance 651,414) , 100,000} { 2,200, 2,200 , 000) 

North West Mortgage 1,727 ; 68/650]. Hee re Salk at 

O'Neill Finance. . — 662} #1975299) *20, 795] 


Peoples Financ 


20/666 


15,750) 15,750|_._. 


Preferred Credit =31 SesdRSo2H hobossacesd = BSc 
Public Finance: 82,691 110,424 113,174]. ._. Bs 380, 984 
Regal Finance. . 1,920) a Salhaeenoscsel base Soe 43,988). 0.52 
Reliance Finance. 2,574) 30, 900) 30, 900]- 35, 438) 

Schioler and’ Comp: 2,087) "11, 929) *11, 929)" 24, 263) 

Security Loan. bt "16,217 PUG; 217) 05 60, 306) 

Service Financ 80, 400) 54,100]-. 61,053) 

Standard Credi pS Sueded jae R 86, 969 


Standard Finance. 
Sterling Finance 
Strand Finance. 
Superior Finance 


Toro Finance. 1, 

‘Trans Canada Credit 409,597 597] 10, 000) 
‘Trenton Finance. DONS intnieala inlaid Inte ae ela wlan aco <ul sells 40,000) 
Union Finance. —7, 443) 5 25,700) 
Victory Finance 1,750 40,000) 
Walker, D.A.. 


*9, 679) 
District Finance 3 
Mercury Finance. 
Saguenay Tinan 
Associates Budget 
H. Bell Finance. . 
Dmpire Finance 
Equitable Finance 
Lucerne Finance 


23,007 


33) 916) 
Astre Finance. . 2 
Baker Finance. 


oer By nore 5 z 17,553 
Sadao a od boocs 3 5 Boo! 117,497 


stress 1,911,813) 4,250,732! 4,673,156) 4,781,594) 5,929,365] 1,035,000] 1,986,625] 2,213,250| 2,213,250] 7,311,494] 9,610,829] 11,187,511) 13,765,907 


2,399,704) 2,843,342| 3, 974,854) 1,338,319) 1,602,682) 1,558,503] 


Grand Totals, All Licensees.....} 9,432,583 10,404 586) 12,193,999] 12,363,107} 4,409,382) 5,174,042) 6,355,486) 6,342,498] 8,826,732} 9,243,156) 9,726,594) 11,250,615] 1,047,570) 6,999,195] 11,900,820) 11,577,225] 16,433,996) 25,382,125] 34,822,116) 39,161 042 


_ __ f Now Citizens Finance. tt Now Pacific Finance Credit. *Partnership or individual capital ** The amounts in these columns are the average of the amounts as at January 1 and December 31. 


APPENDIX “E” 


LICENSEES UNDER THE SMALL LOANS ACT 
TABLE 5 
Paid Capital, Surplus Paid In, General Reseryes and Balance of Profit and Loss Account compared with Borrowed Money. 


1955 
Average Paid 
Capital, Surplus| Average Amount of Borrowed Money Average 
Paid In, Interest Annual Rate 
z General a Caen ar a on a Paid on 
eserves an iy ompanies ther orrowe: Borrowed 
Balance of P&L| Banks and Sources otal Money Money 
Account Affiliates 
$ $ $ 3 $ $ % 
Small Loans Companies 
Canadian Acceptance id 48,088 = 48,088 = = 
Community Finance. 31,962 3,190,372 = 3,222,334 176,475 5-48 
Household Finance - i = 45,406,905 = 45,406,905 2,024,017 4-46 
Personal Finance..,......... 4,832,500 32,224,030 = 37,056, 530 2,009,411 5-42 
Totals, Small Loans Companies 25,395,135 4,864,462 80,869,395 = 85,733,857 4,209,903 4-91 
Money-lenders 
Commercial Credit Plan. 436,315 = 2,112,500 == 2,112,500 92,250 4-37 
Niagara Finance 5,359,733 14,875,000 3,000,000 => 17,875,000 784,199 4-39 
Trans Canada Cr 1,015,501 = 9,500,000 9,500,000 543,699 5-72 
Union Finance. - 4, 538 70,967 1,862,500 = 1,933,467 88,982 4-60 
All Others 6, 669,820 10,240,774 4,941,309 4,036,217 19,218,300 911,778 4:74 
Totals, Money-lenders 13,765,907 25,186,741 21,416,309 4,036,217 50,639,267 2,420,908 4-78 
Grand Totals, All Licensees.........._ 1955) 39,161,042 30,051,203 | 102,285,704 4,036,217 | 136,373,124 6,630,811 4-86 
1954) 34,822,116 25,801,735 85,616,472 3,890,587 | 115,308,794 5,533,795 4-80 
1953} 25,382,125 29,947,384 73,439,379 3,876,956 | 107,263,719 4,612,379 4-30 
1952} 16,433,996 23,183,238 67,104,125 3,276,030 93,563,393 3,676,525 3-93 
APPENDIX “F” 
TABLE 6 
Annual Rate of Income Earned on Average Balances Outstanding 
(Each class of business separately) 
Small Loans Loans over $500 joudition all Sle 
1953, 1954 1955 1953 1954 1955 1953 1954 1955 
% To To % % % % % % 
‘Small Loans Companies 
Canadian Acceptance 23-6. 17-8 = = = 
Community Finance 22-3 23-5 = = 7-3 
Household Finance 22-9 = a = = 
Personal Finance. . 22-5 22:6) 23-7 237 21:1 
All Small Loans Companies................ 23-1 23-1 22-8 22-6 23-7 23-7 18-0 
Money-lenders j 
Commercial Credit Plan. . 23-5 23-1 21-4 20-7 = == = 
Niagara Finance..... 23-1 23-5 20-9 21-9 19-9 21-1 18-9, 
‘Trans Canada Credit 2257 23-0 23-1 24-6 15-9 15-9 20-5 
Union Finance. - 19-7 21-5 18-4 21-8 = = — 
All Others. . 22-1 21-4 19-3 20-6 15-5 13-9 12-6 
All Money-Lenders.....-..../....--.-...--- 22.6 22-5 20-9 22-0 15-7 14-5 14-0 
/ ATG ROTTER no acbodconabeboanodarosdnepan 23-0 23-1 22-8 22-0 22-3 22-3 16:3 15-2 14:3 


APPENDIX “G” 


LICENSEES UNDPR THE SMALL LOANS ACT 
TABLE 7 
Ratios (%) of Losses and Expenses to Income 1952 to 1955 


Net Amount Written Off plus Net Transfer to 


Be : wees Other Expenses Except Income Tax, and Total Losses and Expenses E 
z ti xpenses pl ax, ‘otal An xcept 
Reserve for Bad Debts Advertising Salaries and Directors’ Fees Interest on Borrowed Money Income Tax and Interest on Borrowed Money 
Small Loans Other Business) Total Business Small Loans | Other Business | ‘Total Business | SmallLoans | Other Business | Total Business. || SmalllLoans |, Other Business|) Total Business | Small Loans | Other Business | Total Business 


1952) 1958 |1954)1955)1952)1953) 1954) 1955 11952) 1953] 1054/1955}1952]1953)1954) 1955/1952] 1953/1954) 1955]1952]1953]1954) 1955] 1952|1953|1954)1955]1952)1953]1954/19551952) 1953) 1954)1955|1952|1953|1954| 1955}1952)/1953|1954)1955}1952)1953|1954)1955]1952)1953]1954]1955| 1952] 1953) 1954]1955]1952) 1953]1954)1955 


%| % | %) %) 70} %o| %) %\\%o| 7a} Yo} %) % | 7) %) %o| Yo! % | %) % | %| % | % | %| %| % | %\) % | Yo | %\\\ % | % |\%|\%\|'% | Felli |\% || 2) 7i| Filiy ly | Gallia lnzallevelli voll Gll% 1% | %| % |1%0 |i 9a |1 oa) ea liga % lio 


Small Loans Companies 


Canadian Acceptance. ..--.| 3:7]=1-1] 3-3] 3-2) 2-4|—-5| 2-4|-4-7] 2.7] .6] 2-6]-2-7| 23 -2/22-4) 18-4) 18 -8]10-8)10-8]10-1/10-4113 -6)13-3}12-1]12-5]16 -S|17-1]12-0}15-7] 7-8] 8-2] 7-6|10-5] 9-8|10-2} §-7/11-8|43-7]38-4]33-7|37-7]21-0|18-5|20- 1/16 -2}26-1|22-9|23-4|21-6 

Community Finance....-.........- 3-6) 6-2] G-1}-3-4) -3) — | 2-5) 20-0) 3:4) 5-2) 5-2) 4-6] 2-9) 4-2) 3-0) 3-6) -8) 1-2} -9) 3-6) 2-8) 3-7] 3-2) 3-6)38-2/40-4144-7/48.0) 8-3] 8-5]10-3120-5]36-0|35-4]36-4138-7)24.4|24-3|25 -5]26-0) 5-4] 5-3] 5-9]14-4|23-0]21-3/20-8|22-7|69- 1|75-1|80-2175-1]14-8|15-0119-6158-5}65-2165-6165-6169-6 
Household Finance../..-.......+..- “6 1-3) 1-7] 2-0) —) —| — | —} <6) 1-3] 1-7] 2-0) 4-0) 4-1) 3-0) 3-6) — | — | —| — | 4.0) 4-1) 3-9] 3-6121-7}23-0]20-7]22-6] — | — | — | — }21-7}23.0/20-7]22-6]12-9|13-8]13-0]14-8]| — | — | — | — |12-9]13-8|13-0]14.8|39-2|42-9/39-3/43-0] — | — | — | — |39-2]42-9139.3/43.0 

Personal Finance......+....+.ee0+0s 3-1) 5:3) 5-0) 1-7) 4-0) 5-9) 3:5) 5-7] 3-6) 5-7) 4-1) 4:.3112-1) 4-7) 5-0) 4-7) 3-2) 4.8] 5-0) 4-8) 7-2) 4-7] 5-0] 4-7/35-4]28-2/29.6/30-0)14-2]18-4]18-6)18- 4]23-7]22.4]22.9]22-7/29-0125-2/21-0]22.3]10-5]17-9]14-4]14-0]19-2120-8|17-4]16-9]80-5]63-4161-5|59-3/31-9147-0)41 -5|42-9153-7/53-6140-4l48.6 
All Small Loans Companies. ....] 1-1) 2-2) 2-7/ 1:8] 3-9] 5-7) 3-5] 6:3) 1-5] 2-9) 2-9) 3-2) 5-1) 4-2) 4.1) 3-8] 3-1) 4-6) 4-8] 4.7] 4-8) 4-3) 4.3] 4.1]24.3)24-7)23-6]25-5|14-0|18-0|18-2|18-5|22-8|23-2|22-2|23-3]15-7/16-2|15-4|17-1|10-3|17-3|14-0|14-0|14-9|16-5|15-1|16-1/46-2|47-3|45-8/48-2131-3/45-6140-5|43 5144-0146 -9144.5|46.7 

Money-lenders 

Commercial Credit Plan. 1-1| 4-4) 6-7] 3-9] 2-3} 4-6) 7-2] 3-2) 1-7] 4-5] 6:9) 9-4) 9-5] 8-4) 5-0) 3-1] 3-2] 7-8) 5-8] 6-2) 6-2] 8-1) 5-4124-3/41-8]45-0/39-6]30-7/16-8]19-1|17-4]27- 6|28-6]32-8|28-7]11-4]10-5|12-0]12-6] 3-1] 2-9] 3-6] 4-1] 7-2) 6-5] 8-0) 8-4147-7]62-9|69-s|63-9140-8| 

Niagara Finance 1-5) 4-9) 4-4} $-5) 7-1) 6-2] 6-8] 8-9} 5-5) 5-9) 6-3/10-5)10-6)11-1]11-7] 2-1) 2-0) 1-9) 2-1) 4-7] 4-3] 4-1) 4-1])35-1/36-0/38-4]41-5]23 0/21 -0]19-0]18-5]26 -8|25- 1/23-5|23-3)27-7/31-7/34-0/36-7|16-3/17-3]19-0]17-4|19-9}21-2]20-1|21-4}83-3179-8|88-4|94-3}49-9| 

Traus Canada Credit................] 5-1] 1-2} 3-9} 4-4] 3-0) 3-1] 1-6] 3-7] 3-4) 2:8) 2.0) 3-8] 3-7] 7-5]10-3]13-6] 3-0] 3-6) 4-7] 5-3] 3-9) 4-2] 5-5] 6-5]19-2117-4/18-1]17-0]20-1]19-9]21-5]16-7|20-0/19-5]21 -0/16-7]22-0/31-3}32-6/39-3}18-2)19-8|16 -5/19-4|19-0]21 -6/18-9/22- 1150-015 74-3)45-2] 

Union Finance........-:.+.+-+---+ * | * [13-5) 5-1) * | * |it-6) 8-1) * ) * [12-7] 6-7) * | * | 5-3) 5-6) * | * | 5-21 5-8] * | * | 5-2) 5-7] = | * |32-2138-2] * | * 116-4119-6] * | * j25-5]28-3) * | * |30-9/30-1| * | * |14-a/i3-5) * | © |23-9l21-31 * | * |s1-gl79-o) > | = l47-sld7-0] * | © |o7-sl62-0 

AM Others turers meer eeeeer nttose 4-7| 4-5] 8-1]10-7] 9-1) 6-0) 6-6} 5-9} 7-9) 5-7] 7-0) 7-0] 3-9) 4-7] 4-3] 6-8] 3.0] 2-8} 2-9) 5-0] 3-2] 3-2! 3-3) 5-4]34-6)36-0]33-9]39-4130-5]27 -S|27-4]32-0)31 -6/29-6]29-0/33-6|20-7|24-3|23-7|32- 4115 -9]16-3]14-7|20-6]16-9)18-1]17-0/23-2/63-9]69-5|70-0189-3]58-5|52-9)51-6/63-5]59-6156-6|56-3\69-2 
‘All Money-lenders.............. 6-5] 2-6] 6-1] 6-7| 7-4) 8-7] 5-4) 5-9] 7.2) 4-9) 5:6) 6:1) 6-9) 7-9) 8-0) 9-2) 2-9) 2-7/ 2-9] 3-9] 4-0) 3-9) 4-2) 5-1131-9)34-3)35-0137-5]25-9|23.4]22 6)22-6)27-6|26-1]25-6)25-9]22-7/27-0|27-8|32-8116 1)17-0|15-3]18-5]17-9 19:4]18-2}21 -6|68-0)71 -8|76-9]86-2}52-3|48-8|46.2150-9)56.7|54-3|53-6|58-7 
All Licensees............ Beant --| 1-8) 2-2) 3-3) 2.5] 6-2) 5:6) 4:6) 6-1] 3:2) 3.5) 3-7) 4-2] 5-3) 4-7) 5-0) 4-7] 2-9] 3-4) 3.7) 4.3] 4.5] 4-2) 4-3) 4-4125-2|25-8/27-0)27-2/22-0)21-3/20-7|20-8|24-2\24-1|23-2/24-2]16-6/17-5|18-3|19-4114-2]17-1|14-7|16-4|15-8)17-4]16-0|18 -0]48-9|50- 2/53. 6|53-8]45-3/47-4|43-7|47-6/47-7/49-2/47-2150-8 
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LICENSEES UNDER THE SMALL LOANS ACT 


APPENDIX “H’” 


TABLE 8 


Ratios (%) of Income, Losses, Expenses and Gross Earnings to Average Assets. 


Average Assets ; Bx : 
i Net Amount Written z Other Expenses ‘Total Losses and Gross 'Parnin, 
(en Reserved) for Tacks Off plus Net Transfer Advertising Salaries and Except Income Tax Expenses Except Income Before Income Tax 
ean eal foiRencve faniBad Debta irectora’ Fees and Interest on ‘Tax and Interest and Interest on 
a Borrowed Money on Borrowed Money Borrowed Money 
Amount. » Ratio Amount Ratio Amount Ratio Amount Ratio Amount Ratio Amount Ratio Amount Ratio Amount. Ratio 
$ %o $ Te $ /. $ 
‘Small Loans Companies ey = x % : % 3 % o % $ % 
Canadian Acceptance...........---..-+--..+--+ 705,273 100-0. 100,295 14-2 2,718 4 _— _ 13,591 1-9 9,844 1-4) 7 5 
715,181 100-0 96, 174 135 —587, =-1 = — 12,790 1:8 9,767 1-4 Batra we 
631,771 | 100-0 79,360 12:5 2,083 3 _ — 9,620 1-5 6.884 Vl 18.587 06 
541,729 | 100-0 56,875 10:5 —1,541 -3 _ a 7,128 13 6,718 1:3 12/305 8-2 
Community Finance.....-.....2...-0.02.00-- 100-0 716,247 23-7 24,031 ‘8 19,956 7 257,957 8:5 164,969 5-4 466,9 : 
100-0 791, 143 23-3 41,459 1-2 29/447 9 21 8.2 168,257 5-0 518, a8t 30 
+49 100-0 867, 911 22-9 45,069 1-2 27,502 7 ate 120 8:3 180,582 4-8 569,363 79 
4)704,545 | 100-0 1,031,422 21-9 47,100 1-0 37,176 8 399, 003 8:5 233,691 4-9 716,970 314) 452 6-7 
Household Finance... 53,026,350 | 100-0 12,395, 224 23-4 80,076 2 501,832 “9 2,693,712 5:1 1, 603, 643 3-0 4,879,263 7,515, 96 4 
55,021, 200 100-0 12/617, 929 22-9 153, 138 3 520,747, 9 2/906, 591 3 7411756 3-1 5/322/959 $303 oor ree 
; 100-0 12,759,707 22-9 224,245 4 498,373 9 2,643,428 T 1,657, 186 3-0 5,023,232 7,736,475 13-9 
100-0 12)447,495,| 22:5 254,436 “5 447,419 8 2/809, 418 Bt 1,850,811 3-3 5,362,084 7,085,411 12:8 
Personal Finance.......:..0+-+eeeeseeeeeceeee 21,787,946 | 100-0 4,437,801} 20-4 158,800 7 321,330 15 1,054,890 4-8 853,946 40 2,388, 966 11-0 2,048,835 9: 
31,978,611 | 100-0 6,977,429 21-8 395, 843 1-2 330, 168 1-0 1,560,309 4-9 1,450,892 46 3,737,212 11-7 Baan oie to. 
42)489,346 ] 100-0 9/490,136 | 22-3 391,074 9 473,911 11 2/177, 913 5 1, 649,500 39 4) 692/398 11-0 4,797,738 11-3 
53,518,761 | 100-0 11,805,371 22-0 509,811 1-0 560,719 1-0 2/679, 196 5-0 1,993, 993 3:7 5,743,719 10-7 6,061, 652 11-3 
Totals, Small Loans Companies.......... 78,537,739 | 100-0 17, 649,567 22-5 265,625 3 843,118 1-1 4,020,150 51 2,632,402 3-4 7,761,295 99 9, 888,272 12-6 
91,111,338 | 100-0 20,482,675 22-4 589.853 6 880,362 1-0 4,759 411 5.2 3,370,672 3-7 9,600,298 10-5 10,882,377 11-9 
102,708,336 | 100-0 23,197,114 22-6 662,471 6 999,876 1-0 5/147, 081 5.0 3/494, 152 3-4 10, 303,580 10-0 12/893 ,534 12-6 
114,130,399 | 100-0 25,341,163 22-2 809, 806 7 1,045,314 9 5,894,745 52 4,085,213 3-6 11,835,078 10-4 13/506, 085 11:8 
Money-lenders 
Commercial Credit Plan...........----+--->- sf 1,748,624 | 100-0 383,865 22-0 12,397 7 23,906 1:4 105,797 6-1 27,752 1-6 169, 852 214,013 
1,862,542 | 100-0 405, 197 21-8 7,089 “4 25,249 1-4 116,058 6:2 26534 14 174,927 230) 270 
1,929,092 | 100.0 400, 188 20-7 18, 109 9 32/393 1-7 6-8 32)055 1-6 213,805 93 
2/595,536 | 100-0 559, 990 21-6 38,781 1:5 30,059 1-2 62 47/104 1s 276,699 
Niagara Finance,....-s<+e+2c0eeeseeeeeee ees 10,614,070 | 100-0 2,554,719 24-0 228, 110 21 120,459 1-1 508, 626 48 1,542,536 
15,315,238 | 100-0 3,329,971 21-7 183,469 1-2 144/435 a) 3 706,828, 4-6 1,870,614 
19,001,357 | 100-0 4,202,411 22-6 251,305 1-3 174,325 “9 1,008,685 862,214 4-6 2/296, 529 
23,686,386 | 100-0 5,290,381 22.3 331,732 1-4 215,740 9 1,234, 808 1, 134,362 4-8 2/916 642 
Trans Canada Credit........-...++-.+1--+ par 5,827,004 | 100-0 1,373,212 23-6 47,189 “8 53,368 9 47 5 
7,817,536 | 100-0 1,660,298 21-2 46,516 “6 69,919 a) 4-1 6 
8,583,367 100-0. 1,744,867 20-3 34,811 4 96, 307 1-1 4-3 3: q 
10,839,368 | 100-0 2/504, 616 23-1 95,641 “9 162,651 1-5 3-9 1,230,314 1,274,302 
Union Finance........... Hee DaE ese EaTs 2 cs C Q Q a 2 0 o Q 2 o g c 
* . * ’ : . > * . . . ° ° a 
1,198,729 | 100-0 247,219 20-6 31,276 2.6 12,082 1-1 63,073 5-3 58,984 49 166,315 13-9 80,904 
2/234 223 | 100-0 489,830 21-9 32,784 15 27,889 1-2 138/610 6:2 104,257 4.7 303,540 13-6 186,200 
AW\Otheravsac. ese 2s See Meee 16,860,216 | 100-0 3,127,178 18-5 246, 542 1:5 100,610 987,033 9 536,520 3-1 1-1 1,25 ie 
21,179,370 | 100-0 3/648, 874 17-2 207,232 1-0 116,797 1,081,272 1 661,525, 3-0 9-7 7 
21,441,530 | 100-0 3,723, 843 7-4 247,665 1-2 116,308 1,090,152 1 615,859 2.9 9-7 il 59 7 
26,601,265 | 100-0 4) 444,301 16-7 309,720 1-2 239,207 1,494, 134 6 1,081,119 3:8 11-5 L370/211 5 
Totals, Money-lenders............- yezece 35,049,914 | 100-0 7,438,974 21:2 534,238 1-5 298,343 9 2,052,216 8 1,333,341 3:8 12.0 3,220,836 9:2 
46,174,686 | 100-0 9/044, 340 19:6 444,306 1.0 356, 400 7 2/357,523 Bt 1,751,529 3:8 10-6 4) 134,582 9-0 
52,154,075 | 100-0 10,408,528 20-0 583,166 1-1 432,315 8 2/659,780 5 1/899, 009 3-7 : 10-7 4,834,258 93 
65,956,778 | 100-0 13,289,208 20-1 808, 658 1-2 675,546 1-0 3/446, 864 2 2,870,307 44 7,801,375 11:8 5,487,833 83 
Grand Totals, All Licensees............- 113,587,653 | 100-0 25,088,541 22:0 799,863 7 1,141,461 1-0 6,072,366 3 3,965,743 3-5 11,979,433 10-5 13, 109, 108 11-5 
137,286,024 | 100-0 29,527,015 21-5 1,034,159 8 1,236,762 x) 7,116,934 2 5,122,201 3-7 14,510,056 10-6 15,016,959 10-9 
154/862.411 | 100-0 33,605,642 21-7 1,245,637 8 1,432,191 9 7,806,861 “1 5,393,161 3-5 15,877,850 10-3 17,727,792 IL-4 
180,087,177 | 100-0 38, 630,371 21-4 1,618 464 9 1,720,860 1-0 9341, 609 2 6,955,520 3:8 19,636,453 10-9 18,993,918 10-5 


Included with “All Others”. 


APPENDIX “I” 
LICENSEES UNDER THE SMALL LOANS ACT 


TABLE 9 
Rates of Earnings 


1952 1953 1954 
Gross Gross: Gross 
Average Parnings Average Earnings Average Earnings 
Assets | (Beforeincome | Gross Rate Assets | (Before income Gross Rate Assets _| (Before income | Gross Rate 
a {Less reserves) taxandiinterest;] Warned on | (Less reserves ltaxandinterest;] Warned on | (Less reserves \tsxcrdinmoced gosspat 
for bad debts | after write-offs | Average | for bad debts | afler writeoffs| Average’ | (or bad debts. | ener” Average 
and unearned | and transfers Assets | and unearned | and transfers Assets | and unearned | and transfers Assets 
charges) to reserves charges) to reserves charges) to reserves 
for bad debts) for bad debts) for bad debts) 
$ $ % $ $ % $ $ 
Small Loans Companies 5: 2 uo 
Canadian Acceptance....... Harte eme 705,273 74, 142 10-5 715, 181 74,204 10-4 631,771 60,773 9-6 
Community Finance. . 3,018, 164 249,334 8:3 3,306,346 272,259 8-0 3,785,496 208, 548 7:9 
Household Finance..........-.0..02....-. ...] 53,026,356] 7,515,961 14-2 55,021,200 | 7,295, 697 13-3 55,801,723 | 7,736,475 13-9 
Personal Finance......... 02.20.0000... ......| 21,787,946] 2,048,835 9-4 31,978,611] 3,240,217 10-1 42,480,346 | 4,797,738 11:3 
Totals, Small Loans Companies...__.| 78,537,730 | 9,888,272 126 91,111,338 | 10,882,377 11-9 102,708,336 | 12,893,534 126 
Money-lenders 
Commercial Credit Plan..........0000000e-00s- 1,748, 624 214,013 12-2 1,862,542 230,270 12-4 1,929,092 186,203 9-7 
Niagara Finance 10,614,070 | 1,012,183 9:5 15,315,238 | 1,459,357 9:5 19,001,357 | 1,995,882 10-5 
Trans Canada Credit. 5,827,004 738,167 12-7 7,817,536 862, 907 11-0 8,583, 367 917,320 10-7 
Union Finance... . * cy * * . 1,198,729 80,904 6-7 
All| Others saesmeepeeotne eee = 16,860,216 | 1,256,473 7-4 21,179,370 | 1,582,048 75 21,441,530] 1,653,859 7 
Totals, Money-Lenders................| 35,049,914] 3,220,836 9.2 46,174,686 | 4,134,582 9.0 52,154,075 | 4,834,258 93 
Grand Totals, all Licensees............ 113,587,653 | 13,109,108 11-5 137,286,024 | 15,016,959 10-9 154,862,411 | 17,727,792 14 
* Included with “All Others”, 
1955 
. ars oxtt palversee et 
verage i Barnings Parnings aid Capital, rofits 
Assets netaeta labsree (Beforeincome | Gross Rate |(Before interest;| Net Rate Surplus" | (After interest, | Ratio of Net 
— (Less reserves Hl sx and interest;! Harned on | after income | Barned on Paid In, income tax, '| Profits to Paid 
for bad debts after writeofis| Average | tax, write-offs | Average General | write-offs and | _ Capital, 
and unearned and transfers Assets and transfers Assets Reserves and | transfers to | Surplus, ete. 
charges) Small Loans Conditional! | to reserves to reserves Balance of | reserves for 
Loans over $500 | Sale Agts., ete. | for bad debts) for bad debts) IP. & L. Account| bad debts) 
$ $ $ $ $ % $ % $ $ % 
Small Loans Companies ; 
Canadian Acceptance.....................0.-- 541,729 14,215 42,660 = 44,570 8.2 23,444 43 475,617 23,444 4:9 
Community Finance.....,....-.......-.-.-- 4,704,545 680,434 334,305 16,682 314,452 6-7 265,427 5-6 1,438,342 88,952 6-2 
Household Finance.......0.000 00. 2.ecees sss 55,365,364 | 12,446,336 = = 7,085,411 12:8 4,678,775 8-5 8,554,420 | 2,654,758 31-0 
Personal Finance.............,.. Sees 53,518,761 | 4,134,319] 7,508,797 161,927] 6,061,652 11:3 4,026,252 75 14,926,756 | 2,016,841 13-5 
Totals, Small Loans Companies......_.. 114,130,399 | 17,275,304 | 7,885,762 178,609 | 13,506,085 11-8 8,993,898 7-9 25,395,135 | 4,783,995 18-8 
Money-lenders 
Commercial Credit Pan. 2,595,536 284,885 275, 105 ~ 283,291 10:9 193,391 75 436,315 101, 141 23.2 
Niagara Finance. 23,686,386 | 1,106,939 | 4,112,304 71,119 | 2,373,739 10-0 1,611,868 6-8 5,359,733 827, 668 15-4 
10,839,368 345,417 | 1,757,593 400,369 | 1,274,302 11:8 930, 801 8:6 1,015,501 387,103 38-1 
2,284,223 229,200 260,630 = 186, 290 8:3 140,490 63 284,538 51,508 18-1 
26, 601, 265 983,379} 2,150,502 | 1,262,723 | 1,370,211 5.2 1,102, 861 41 6,669, 820 191,083 2.9 
65,956,778 | 2,949,820| 8,556,244 | 1,734,211| 5,487,833 8-3 3,979,411 6-0 13,765,907 | 1,558,503 11:3 
180,087,177 | 20,225,124 | 16,442,006 | 1,912,820 | 18,993,918 10-5 12,973,309 7-2 39,161,042 | 6,342,498 16-2 


Nore Re 1955: The rates of earnings of “All Other” money-lenders were greatly depressed during 1955 by the negative earnings of several new Jenders licensed during 1054 and 1955 (See Table 4). If these new lenders 
that operated at a loss were excluded, the “Gross Rate Harned on Average Assets!’ of “All Others” in 1955 would have been increased from 5-2% to 7-5%, the “Net Rate Earned on Average Assets” would have been increased from 
4-1% to 6-4% and the “Ratio of Net Profits to Paid Capital, Surplus, etc.” would have been increased from 2-9% to 11-7%, 
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‘The CHarrMAN: That last sentence is rather ambiguous in its phrasing. 


i Mr. FLEMING: There is an ellipsis there—something omitted in the latter 


; helpful. 


part of the sentence. 
Mr. Futon: I think that Mr. MacGregor cleared it up. 
The WitTNEss: I would be glad to clarify that sentence if it would be 


The CHAIRMAN: For your information, I have just received a report on 


the 1946 sittings. They had four meetings. 


Mr. FLEMING: Were any persons heard, apart from Mr. Finlayson? 
The CHAIRMAN: Yes. 


The WITNESS: Concerning earnings, it cannot be overlooked that in many 
cases, especially amongst the smaller lenders or those closely owned and 
operated by a few individuals, profits are effectively withdrawn as salaries 
or other rather personal expenses, thus tending to depress their apparent 
earnings. Also, expenses are naturally increased and earnings are correspond- 
ingly reduced in times of expansion when new or additional lending offices 


are being opened. This has been an important aspect in recent. years and 


especially so in 1955. Some comment also seems desirable in explanation of 
the apparent discontinuity in the data for small loans in 1948, more particularly 


‘as between small loans companies and money-lenders; also in explanation of 


the apparent absence of any loans made above $500 by the largest small loans 
company, Household Finance Corporation of Canada. 
By Mr. Monteith: 


Q. May I refer to the last paragraph at the bottom of page 16, Mr. 
MacGregor, where you mention that earnings are taken out in salaries and 


expenses. Are expenses not naturally somewhat higher when new offices are 


opening and that sort of thing? Would that not just be a general situation?— 


‘A. That is true. 


Q. In any business?—-A. That is quite right. 

In 1946, the largest operator in the money-lenders group was the 
Campbell Finance Corporation, a provincially-incorporated company that was 
owned by a large Canadian acceptance company. In that year, Campbell 
Finance was sold to a large U.S. finance company which was not then operating 
in Canada. About one year later, in 1947, the latter U.S. company in turn 


sold Campbell Finance to the Household Finance Corporation of the U.S.A., 
_ which already owned the Household Finance Corporation of Canada. In tHe 
same year, 1947, the name of Campbell Finance was changed to Household 


Finance Corporation Limited. In 1948, the small loans business of Household 


Finance Corporation Limited, licensed as a money-lender, was transferred to 


- 


Household Finance Corporation of Canada, licensed as a small loans company; 
and at the same time, the loans over $500 in Household Finance Corporation 
of Canada were transferred to Household Finance Corporation Limited. The 
result at the end of 1948 was that a large volume of small loans in the 
money-lenders group was transferred to the small loans companies group 
and the loans over $500 in both companies disappeared from the data 


‘ completely. The small loans company, Household Finance Corporation of 


7 
& 


Canada, thereafter confined its business to loans of $500 or less and the sister 


e company, Household Finance Corporation Limited, confined its business to 
loans over $500 so that it no longer required a licence under the act. The 


latter unlicensed company is the largest operator at the present time in the 
field of loans over $500, its volume of such loans being almost exactly equal 
75885—2 
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to the total loans over $500 made by all licensed lenders combined. Incidentally, 
the large Canadian acceptance company that sold Campbell Finance in 1946 
‘almost immediately purchased what was then a very small but is now a 
very large licensed money-lender; and the large U.S. finance company that 
purchased Campbell Finance but sold it so soon, re-entered the Canadian 
field in 1955 through a new provincially-incorporated company bearing a name 
similar to its own. 


By Mr. Low: 


@. Would the witness please name that company?—A. The large Canadian 
acceptance company that owned and sold Campbell Finance was the Industrial 
Acceptance Corporation. The United States company, not then doing business 
in Canada, that bought Campbell Finance was the Seaboard Finance Company 
which obtained a licence and is operating in Canada now under the name 
seaboard Finance Company of Canada Limited. 


By Mr. Hollingworth: 


Q. You said that the Household Finance Corporation confined its business 
to loans over $500, so that it no longer required a licence under the act. I 
thought that it would still require a licence under the Money-Lenders Act? 
——-A. No. There was never any licensing provided for under the Money-Lenders 
Act, and that act applied only to loans under $500. 

Q. Why do you have all the statistics in your annual report of many 
companies that lend money over $500? Is it only for the companies lending 
money under $500 that you have a TORE Tes Only those operating in the 
field of $500 or less. 

@. You have no report for those operating in loans over $500?—A. We get 
no returns from the largest firm, namely, Household Finance Corporation or 
any other lenders operating exclusively in the field above $500. . 


Q. Then how can you tell how much money is loaned over $500?—-A. We 
only get it incidentally. Household Finance Corporation has very courteously 
furnished us with copies of their recent annual financial statements. 

Q. Thank you:—A. Turning now to table 1, which covers only small 
loans, i.e., loans of $500 or less, the increase in the number of licensees from 
62 at the end of 1953 to 70 at the end of 1955 should be noted. The number at 
the present time is 73 and there are about a dozen applications on hand or 
pending, including some backed by U.S. operators as well as substantial British 
interests. 

Q@. Have many applications come in since the other bill was introduced? 
—A. A great number. Hardly a week goes by that we do not receive some 
inquiry about the possibility of obtaining a licence, but when I mention a dozen, 
I have in mind enquiries or applications that we feel are bona fide cases which 
the applicants intend to pursue. 

Paradoxical as it may seem, interest in obtaining a licence seems to have 
increased rather than diminished since the introduction of the present bill. 
But the increase in the number of licensees reflects only a fraction of the expan- — 
sion in lending facilities: the number of branch offices is increasing at a 
tremendous rate. The number at the end of 1954 was 540, apart from the 
main office in each case, and during 1955 the number increased to 702, accounted 
for as follows: 
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No. of Branches 


Dec. 31 Increase 
Company 1954 1955 during 1955 
Canadian vAcceptance es .eis he eas 35 43 8 
Commonity Finance 2.9 see ro. ae. 23 20 2 
Hmonsenoid Finances 3 eS Se: 169 209 40 
Pereonal Finance ov. Ga Qhahias nee. 133 Loe 38 
Associates Budget Plan’... 200 0.0050" — 4 4 
3) OS 9 gb i ee Pe ee 1 i; oe 
Teehivue Pinance wine ees ee ee 5 9 4 
Canadian Personal: Loan. 4s.) fe foes 1 1 — 
ries + FINANCE SL eRe AA SE ails i 12 11 
Mormmercial (Credit) Plan: once cei. 17 19 2 
Consonoated Finance: ’. «oe. kOe es 4 4 — 
Rereacemn (Hh ITAN CEL co he he etnerolann 9 9 — 
ORO r EO VHINANCE 4 aa ea be warns 1 1 — 
fouieaore Manance!: .) 2000. $2) Sh Peas — 2 2 
Baar wey) HiNnance? Gio Oks A CU re 2, — 
Independent Finance ..............: -—- if 1 
Eicerierrinance Yo Sisky. Pus dow a. —- a Gaver 
NISRILEMINAN CE: 2) Ue Ss a ere ik 1 —— 
Bean lary) hoe CAA et ae nee wears 1 1 oe 
Poteet PAN CO oy aie cose tose ata ane 87 106 19 
Pee EOC IL: So seaiclene sts icin oie barrslcolrere teat 1 wap 21 
PBMC MEINANCE! | Lccmueyes ahd Motel dudeape ble > J 1 
MMeEMMCE SE MANCE os. leah. Pdr oaheuale e 1 1 a 
PDE TIOT. FINANCES. ah. bie ohdiass ad pane aes — 5 5 
Pirate and ay. Greditwn ys. sites eleh ane 40 42, 2 
WIM OUST NANCE We yes cole 6 ahd Bieta prere ee ( 8 1 
RESP AL Soy) we wacaige ens Dee Le er nL Ng 540 702 162 


The table shows where these increases have occurred. In the case of the 
Canadian Acceptance, an increase of 8; Community Finance, 2; Household 
Finance, 40; Personal Finance, 38; and so on. I might comment on the increase 
with reference to Citizens Finance since it appears so large relatively, namely 
from 1 to 12. For years there was a licensee, Blake-Pierce Limited, with its 
head office in Windsor. Certain United States lending interests desired to extend 
their activities to Canada and they purchased Blake-Pierce Limited. They 
then changed its name to Citizens Finance, so that the increase of 11 is explained 
by reason of the acquisition of Blake-Pierce Limited by these United States 
interests and a much more aggressive policy of expansion. 


By Mr. Michener: 


Q. Do your tables differentiate between the companies on the basis of 
whether they are Canadian or foreign-owned?—A. No, sir; but we have the 
information. 

Q. I notice that you make that distinction from time to time, and I wondered 
what was the difference between a Canadian-owned small loans company and 
an American or foreign-owned one?—A. Simply where financial control of the 
company lies. 

Q. Have you any information on that?—A. We have a list of shareholders 
of every licensee. 

Q. So you can tell the residence of the shareholders?—A. Yes. 
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Q. Can you tell me how the companies now doing business under legislation 
or under licences divide, as between Canadian-owned and foreign-owned ?— 
A. There are 10 that are foreign-owned, all being owned in the United States of 

America. . 
; @. How do they compare in volume of business?—A. Oh, they are doing 
now perhaps 85 to 90 per cent of the total small loans business in Canada. 

Q@. They are foreign-owned?—A. Yes. 

Q. Do the foreign-owned companies have Canadian shareholders? If they 
have, how do they classify them?—A. I do not recall any instance where they 
are ordinary shareholders, so to speak, that is, shareholders other than principal 
shareholders or directors. 

Q. Mr. Chairman, would you ask Mr. MacGregor to give the information I 


have been asking in the form of a table dividing the companies on the basis © 


of where their ownership is? 


By Mr. Fulton: 


Q. Before we leave the table, there is one other company which shows a 
remarkable increase, P. F. Credit. Would you also comment on that?—A. That 
is a subsidiary of Pacific Finance in the U.S.A. It incorporated a Canadian 
subsidiary in 1954, I think it was, with the name Po eh Créeditt:,-50.1t 1s a 
relatively new licensee and has been actively opening new offices in Canada. 


By Mr. Fleming: 


Q. In the case of those 10 American-controlled companies, are they com- 
panies in which the stock is almost completely owned by a U.S. corporation 
and for which the stock is more widely held than by individual investors in 
the United States?—A. I think in every instance it is held by a United States 
corporation. I shall name the 10 companies if you like. These are the 10 
licensees that are owned, directly or indirectly, by a United States parent 


company: Canadian Acceptance Company, Household Finance Corporation of 


Canada, Personal Finance, Associates Budget Plan, Citizens Finance, Commercial 
Credit Plan, Custom Finance. 

Q. Custom Finance is not in there?—A. Custom Finance is shown on table 4. 
After Custom Finance, P. F. Credit, then next Seaboard Finance, and finally 
Civic Finance. . 


By Mr. Monteith: 


Q. Where do they appear?—A. Civic Finance is not in the list. It was just 
licensed in 1956; it is anew company. I think that I should clarify the owner- 
ship of these companies. I have mentioned that these 10 are owned directly or 
indirectly by a United States parent company. Canadian Acceptance is owned 
by Canadian Acceptance Corporation Limited which is a Canadian company but 
which in turn is owned by C.1.T. Financial Corporation, the United States parent 
company. So also, in the case of Household Finance Corporation of Canada, 
which is owned by Household Securities Limited, which is a Canadian holding 
company and it, in turn, is owned by Household Finance Coproration of the 


United States of America. Personal Finance is owned directly by Beneficial. 
Finance Corporation, a United States corporation. Associates Budget Plan is 


owned by Associates Discount Canada Limited which is a Canadian company 
and in turn it is owned by Associates Investment Company, an Indiana company. 
Citizens Finance, formerly Blake-Pierce, is owned by the Equitable Credit 
Corporation of Albany, New York, directly. Commercial Credit Plan is owned 
by the Continental Guarantee Corporation of Canada Limited and the United 
States parent is the Commercial Credit Company, a Delaware company. Custom 
Finance is owned by two brothers in the state of Washington. P. F. Credit is 
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owned by P. F. Acceptance Limited, a Canadian company, the U.S. parent of 
which is Pacific Finance Corporation, a Delaware company. Seaboard Finance 
is owned by Seaboard Finance Company directly, a Delaware corporation. Civic 
Finance is owned by the Capital Finance Company of Columbus, Ohio. 


By Mr. Michener: 


Q. Your tables show the capital stock, I suppose, of all the companies, the 
investment in them by way of capital stock. Do those give the proportion of 
capital stock in the companies which are non-Canadian as against those which 
are Canadian—the amount of share capital investment by non-Canadian-owned 
companies as compared to the investment of Canadians?—-A. I would have to 
add it up. I am sure though, if I do so, that some of the companies concerned 
would immediately say that I am not being fair to them, that while some of the 
largest have a very small capital as such, they have large amounts of effective 
capital in the form of borrowed money from the parent. I can readily add up 
the amount of capital. 

Q. Perhaps then the amount of money employed by the two classes of 
companies would be a better comparison. I have in mind arriving at a percent- 
age. We have been hearing about the percentage of investment in certain 
industries and fields which come from abroad, as compared to Canadian invest- 
ment. I wondered what the percentage would work out to in the small loans 
field?—-A. Well, in the past the large United States operators here have obtained 
their funds through their parent in the main, both in Canada and in the United 
States of America. That is, the parent has borrowed from sources in Canada 
and the U.S.A. and the parent has in turn loaned the money to the Canadian 
subsidiary. I would say, at the present time, that there is a greater tendency 
for the United States owned licensees to get all, or nearly all, of their funds from 
the U.S.A. They can borrow more favourably there at the present time. 

Q. I understand that some of our loan companies are not permitted to raise 
capital by bond or debenture issues?—-A. That is quite correct. 

Q. Is that statutory?—-A. Yes. It is in the Small Loans Act. Of course it 
applies only to small loans companies, being companies incorporated by par- 
liament; but, as a matter of fact, we have always ensured that other licensees 
do not borrow on debenture from the public because we think it would be unfair 
if those licensees followed practices that the small loans companies are pro- 
hibited from following. 

Q. I am interested in your opinion as to whether there is any reason for 
prohibition against raising money by bond or debenture.—A. There are a good 
many reasons, Mr. Michener. 

The CHAIRMAN: Possibly since that is getting a little aside from where we 
are in the brief you might bring it up later, Mr. MacGregor. 

The WItNEss: I will take it as notice of the question and answer it later, 
Mr. Chairman. 


By Mr. Fleming: 


Q. If Mr. MacGregor is going to follow up that question on some future 
occasion might I suggest that he include in his answer information which wiil 
give us the total employed capital borrowed as well as equity capital, so that 
we will have the complete picture? 

I have one other question on an earlier point: with respect to these ten 
corporations all of which are owned directly or indirectly outside Canada— 
- nine by corporations and one by two individuals. Is the stock of these companies 
sold anywhere on any public exchange, or are these corporations of a private 
nature with no possibility of anyone buying into the stock of those companies? 
—A. I think the answer to that is that some are closely held and some are 
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widely held. Whether or not those which are widely held are available on the 
United States exchanges I do not know. Some are closely held, but I think that 
the stock of the largest United States parent company is quite widely held. 
However I cannot say whether it is listed or not. Perhaps the company con- 
cerned might be able to give you an answer. 


By Mr. Pallett: 


Q. Is there any interlocking between those companies in any way?—A. I 
am not aware of any interconnection between the companies that I have men- 
tioned. 


By Mr. Michener: 


Q. You mentioned British interests which have applied for a licence. Are 
there any non-Canadian licensees other than American?—A. Not at the 
present time. 

Q. And that is the only application which is pending?—A. It has been in 
for some time and it looks like a serious desire to obtain a licence. : 

Q. Has the small loan business developed in the United Kingdom in recent 
years along similar lines as in Canada or the United States?—-A. I could not 
say whether their volume of loans has increased the same way or not. 


By Mr. Crestohl: 


Q. Would it also be possible for you to place on record additional items as 
follows: one: how much income tax these American companies have paid in 
Canada during the past fiscal year; and two: how many people they employ in 
Canada, and what is the volume of salaries which they pay to Canadians work- 
ing for them? 


Mr. MIcHENER: Would you not like to have the profits paid? 


Mr. CRESTOHL: Very well, let us have them too and let us get the whole 
picture. 


The WITNESS: Do you mean that you would like to obtain the salary sae 
or the total salary bill? 


By Mr. Crestohl: 


Q. The total quantum of salaries paid to Canadian employees of these 
companies in Canada.—A. The tables I have presented will show the totals 
for the largest operators but not for all. 


By Mr. Cameron (Nanaimo): 


@. I wonder if Mr. MacGregor would be able to give us any information 
with regard to the matter he mentioned just now? I gathered he said that he 
understood that in the main at the present time these American owned 
companies are using American funds in making these loans in Canada. Would 
it be possible for him to find out for us what proportion of loans are based on 
borrowings from the Canadian chartered banks? I have in mind the evidence 
of two years ago when one bank official said that loans from the chartered 


banks to the small loan companies were a very important part of their business. 


—A. That information is given in table 5, Mr. Cameron. 

Q. Oh, I was looking for it and I could not find it. —A. In table 5 the 
borrowings of the principal licensees are given and are sub-divided by source, 
first, from banks; second, from parent companies and affiliates; and third, 
from other sources. 

Q. I am sorry that I had not been able to find it. 


The CuHairMAN: Mr. Fleming, I am sorry that I was not able to follow 
the relativity of your question as to whether any of the shares of these com- 
panies were sold on the American stock exchanges. What was the point? . 


ee ee 
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Mr. FLEMING: I did not use the words “American stock exchanges”; I 
wondered whether they were available for public purchase, or held and not 
available for purchase. 


The CHAIRMAN: It was not a question of their being listed on the American 
stock exchanges? 


By Mr. Fleming: 


Q..I did not say “American stock exchange”; I was dealing with the pos- 
sibility of any person being able to purchase the stock of these companies and 
whether they were available for sale-—A. I would say there was no possibility 
of purchasing the stock in most cases because where the licensee is owned by 
a Canadian holding company, that holding company is in turn owned by a 
United States parent. One might buy into the United States parent, but I do 
not thing there would be any likelihood of being able to buy into the Canadian 
holding company. 

Q. I follow that, but I thought that to complete the picture in this case we 
should know whether it was possible for the ordinary investor, including the 
Canadian investor, to purchase stock in the Canadian holding company.—A. I 
will get the answer to that question. 


By Mr. Michener: 


Q. And whether any of the Canadian companies are—whether their shares 
are distributed?—-A. The Canadian-owned companies? 

Q. Yes, whether any of them have been publicly financed through a great 
number of shareholders or whether they are closely held like the American 
ones? 


By Mr. Monteith: 


Q. Will this only apply to those licensees making loans of eso or less?— 
A. That is right. 


By Mr. Pallett: 


Q. Could you give us any indication of the amount of increase in the 
branches of other lending institutions in Canada? Have you the figures avail- 
able of the number of branch banks, and credit unions and the like? 


The CHAIRMAN: You would have to include insurance companies as well 
because they are lending institutions too. 


The WITNESS: I am sorry. We have no consolidated data either for the 
banks or for the credit unions. But statistics are available for each and I think 
they could be readily obtained. 


By Mr. Pallett: 
Q. I thought it might be interesting to compare those three. 


The CHAIRMAN: I think it would show the general economic expansion. 
Could you get that, Mr. MacGregor? 


The Witness: I shall do my best. Now referring to this table showing 
increases in the number of branches, Niagara Finance has increased by 19, and 
P.F. Credit has increased by 21. In addition to these branch offices, there were 
65 main offices at the end of 1954 and 70 at the end of 1955. The total number 
of head offices and branch offices has increased from 384 at the end of 1950 to 
772 at the end of 1955, i.e., by a little over 100%. It seems clear that the lend- 
ing field under present conditions is exceedingly attractive. 
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By Mr. Fleming: 


Q. Was there not one branch closed?—-A. One licence was not renewed this 
spring; it was the Family Loan Corporation in Halifax which has been in a 
moribund state for some time and its licence was not renewed as from June 1st 
of this year. Actually there have been four new licences granted since the end 
of 1955, but there was one terminated, so this accounts for the increase of only 
three from 70 at the end of 1955 to 73 at the present time. 


By Mr. Michener: 


Q. Would the conclusion not be that there are a great many more cus- 
tomers, that is, more Canadians wanting to borrow money?—A. I am sure that 
is correct! 


Items 2, 3, 5 and 6 of Table 1 show that the number and volume of loans 
of $500 or less made each year are still increasing, although at a somewhat 
diminished pace, but the balances outstanding show a tendency to flatten out. 
These trends are attributable to a rapid shifting toward loans of a larger amount 
nowadays, as reflected in table 2, involving also the refinancing of smaller 
loans when partly repaid in order to obtain larger loans. Reference to page 
59 of the department’s annual report for 1954 will show that of the total small 
loans made in that year about two-thirds, by amount, were made to “current” 
borrowers who nearly doubled the balances remaining unpaid on their previ- 
ous loans, while nearly 80% of the total loans made were to the “current” 
borrowers or to “repeat” borrowers, the latter being previous customers who 
managed to repay their loans in full. 


I may say that the data for 1955 show a very similar result. 


Amongst the older lenders the proportion of “current” and “repeat” 
borrowers is generally higher than amongst the relatively newer licensees. The 
evidence is mounting that borrowers are getting deeper and deeper into debt 
rather than attaining solvency through loans. No doubt the current trend 
is part of the ever-growing practice, even in good economic times, of buying 
‘on the instalment plan or spending against the future beyond prudent limits. 
In other words, mismanagement of personal finances rather than misfortune 
would seem to underly a great proportion of the loans made. 


By Mr. Fleming: 


Q. I have one question on item 2; there is a big drop from 1947 to 1948 
in the number of small loans made by many lenders; in fact they dropped to 
less than one-half between 1947 and 1948. What is the explanatioh?—-A. The 
discontinuity there is explained by the change in the status of Household 
Finance Corporation Limited, (formerly Campbell Finance.) Until 1948 it was 
licenced as a money lender, but at the beginning of that year it transferred its 
small loans business to Household Finance Corporation of Canada. That was 
the point I dealt with a little earlier. 

Q. It simply moves it up to the next line in 1948?—-A. That is right. 


By Mr. Hollingworth: 

Q. In the money lenders statement are the loans of the Household Finance 
Corporation included there or not?—-A. They are not. 

Q. I notice that Personal Finance is a licensee, and that all loans up to $500 
would be included, yet they are not included for Household Finance.—A. That 
is because loans made above $500 are made by Household Finance Corpora- 
tion Limited and are no longer being made by Household Finance Corporation 
of Canada. © 
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Q. I submit that it does not give you a proper picture.—A. I thought it 
better to confine the tables to the licensees, being organizaitons with which we 
are Officially connected, and in these notes I have done my best to provide 
the full picture. 


By Mr. Michener: 


@. Mr. MacGregor makes some reflection here on the times which I am 
sure we all make. I wonder if he made any comparison in the tables, or could 
give us any comparison between this great expansion of the personal loan 
business in Canada and the great expansion in instalment buying which we 
read about as characteristic of these last few years. They seem to be two 
aspects of the same thing, and I wondered whether he has any figures which 
would draw a parallel?—-A. I think they are roughly comparable; they are 
all part and parcel of the same thing, buying on time. 

@. You mean spending future income for present enjoyment?—A. Certainly 
there are many loans made to ease the financial situation of a family which . 
has over-extended itself in buying goods on time. 

Q@. My other question is: we are dealing of course with proposed amend- 
ments to the act; are these amendments, if they are accepted, going to change 
the habits of people in any respect on which Mr. MacGregor comments in this 
paragraph?—A. I do not think the amendments would change the habits of 
people directly; but if the lending business becomes somewhat less tttractive 
than it is now, then there will not continue to be the same infllux either of 
new licensees, new lenders, or the same expansion in lending facilities. 

Q. Is it your thesis that this great expansion in borrowing is taking place 
because more money is being offered, or because people want to borrow more? 
—A. I think it is both. 

Q. That is really the answer that I wanted to get to my question in the 
discussion of this paragraph, because there is a view that we have to try to 
relate the amendments to the problem, and I think it is suggested that it is a 
problem, and there is so much of it which is a political problem, and there is 
so much comparison with other classes of business.—A. I think that too many 
offices tend to encourage borrowing. 

Q. I notice your opinion expressed earlier—I have forgotten your exact 
words, but I think you said there was not only borrowing for need but needless 
borrowing; and I think that is a question we will want to review later. 

The CHAIRMAN: I was wondering about the last sentence there, whether 
that was your own conclusion, or whether it was founded upon actual investiga- 
tion of the loan business, where it says: 


In other words, mismanagement of personal finances rather than 
misfortune would seem to underly a great proportion of the loans made. 


I wondered whether that was your personal conclusion, or whether it was 
based on a study of individual loans. 


The WITNESS: I was prompted to make that remark for two reasons; one 
is the reason mentioned just a moment ago namely that about 80 per cent of 
the loans made are to people, either current or repeat borrowers, who remain 
continually in debt. The second reason stems from the complaints and inquiries 
we have received in the department from people who have started, let us 
say, with a loan of $100 and after it was repaid in part, apparently went back 
and got a loan for $200 or $300. We have seen a series of loans up to 6, 7 or 8, 
in which they keep on borrowing until they reach an indebtedness of perhaps, 
$3,000. 

The CHAIRMAN: My experience with people in business is that they are 
constantly borrowing from the banks back and forth, and because that is done, 
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nobody regards that borrowing or questions it as mismanagement; it is regarded 
as normal practice and I wondered whether this conclusion was correct. 


Mr. HOLLINGWoRTH: You are talking about a lawyer’s overdraft overtime! 
The CHAIRMAN: And many other things! 


By Mr. Cameron (Nanaimo): 


Q. Perhaps you might be able to persuade the Minister of Finance to extend 
the 20 per cent tax on advertising to all advertising.—A. I was brought up to 
believe that one should borrow only if in need, but he should try to repay it 
and get out of debt and not remain in debt. However, the evidence is that more 
and more people are not only remaining in debt but are getting more deeply 
in debt. 


Mr. FLEMING: Some of us were brought up under the same rules, and we 
sometimes wonder, when we look at the example of the government today. 


The CHAIRMAN: I think we are getting a little aside! 
Mr. MicuHENeER: If you can borrow enough, it is called high finance; but 
if you cannot, it is calléd mismanagement. 


The CHAIRMAN: Would someone move that the statistical tables be printed 
as appendices to today’s proceedings? 
It has been so moved. 


Carried. 
(See Appendix “A” to “I’’.) 


Some people have asked for the order of business. Our order of business 
as laid down and approved by the committee—that is, recommended by the 
agenda committee and approved by the committee, is to hear Mr. MacGregor, 
first, of course, and then to hear representations from or ask questions of officials 
from the following: Canadian Consumer Loan Association; Canadian Bankers 
Association; Canadian Bank of Commerce; Personal Finance Company of 
Canada; Niagara Finance Company Limited; La Fédération des Caisses Popu- 
laires of the Province of Quebec; the Credit Union National Association, Inc. 
In addition I have taken it upon myself—perhaps contrary to the wishes of 
the committee—that we call Mr. Varcoe, Deputy Minister of Justice, to give 
us the constitutional aspects of the legislation. I was proposing to bring Mr. 
Varcoe in immediately following Mr. MacGregor. Is that satisfactory? 


It is agreed. Agreed. 


Mr. MIcHENER: Might that not inconvenience the great number of people 
gathered here who would have to sit here while we heard Mr. Varcoe, who 
could come at any time? 


The CHaIRMAN: Some people have raised the complaint with me as to 
the question of advertising and whether the field should not be extended to 
cover acceptance corporations and that sort of thing, and I thought if Mr. 
Varcoe could give us his views, it would save us from going into questions 
which might involve a great loss of time and over which we had no 
jurisdiction. 

Mr. FLEMING: There might be some advantage not only to the committee 
but to those who are to be heard later if they could hear Mr. Varcoe’s state- 
ment earlier. 


The CHaAtIRMAN: I do not think it would be a very long statement, but 
I thought at that stage it would probably be the best spot for it. 


Mr. MiIcHENER: Could we have some indication of the time of sittings? 


The CHAIRMAN: The committee agreed at the last meeting that we would 
sit twice a week, Tuesdays and Thursdays; and in view of the heavy house 
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work that we would not want to sit twice a day. That arrangement could ° 
be continued and I think we should try it out and see how it works. Our next 
sitting would be next Tuesday. 


Mr. FLEMING: I did not hear any reference to the Association of Canadian 
Small Loan Companies. I was looking at the 1946 proceedings this morning 
and I saw that the committee that year did hear from Mr. Louis Blake Duff 
president of the Association of Canadian Small Loan Companies. Is that 
association no longer in existence? 


Mr. C. M. Cawker (President, Canadian Consumers Loan Association): 
Mr. Chairman, the association referred to has undergone a change of name. 


Mr. FLEMING: We will hear from them? 

The CHAIRMAN: It is now called the Canadian Consumer Loan Association. 
Mr. CRESTOHL: Is it agreed that we hear from Mr. Varcoe next? 

The CHarIRMaN: Is it agreeable? 

Mr. CRESTOHL: I so move. 

The CHAIRMAN: You have heard the motion? 

Carried. 


Iam sorry to have interrupted. Please carry on Mr. MacGregor. 


The WITNESS: Item 4 of table 1 indicates that the average small loan is 
no longer increasing but it must be remembered that this is the average only 
for loans made in amounts not exceeding $500. If loans over $500 were also 
included, the over-all average would show a rapid increase. Unfortunately, 
accurate data in consolidated form are not presen available showing the 
size of loans made above $500. 

Items 7 and 8 show the income earned on aieul loans and I have already 
explained the reason for the reduced income between 1944 and 1950. 

I have already explained the reason for the reduced income between 
1944 and 1950. 

Items 9, 10 and 11 show the net amounts written off loans and the net 
amounts transferred to reserves for bad debts expressed as percentages of the 
balances of loans outstanding. If the basis were the amounts of loans made, the 
percentages would be reduced by approximately one-half. The record indicates 
that Canadian borrowers are very reliable and that losses are slight. The net 
amounts written off annually have averaged about 3 of 1 per cent of outstanding 
loan balances, or } of 1 per cent of the amount of ioete made. Reserves for bad 
debts are maintained at about 3 per cent of outstanding loan balances, and 
since the growth of small loan balances has tended to slow up, the annual 
transfers for this purpose are now quite small. The record in the table extends 
back only to 1940 when the act came into force and it may be thought that 
losses during less favorable economic times might be much heavier. If the 
depression years in the thirties are any guide, there would seem to be little 
to fear since the experience of the three small loans companies during that 
period was equally good. For example, for the years 1934-1937, the net amounts 
written off were only about i of 1 per cent of outstanding balances. On the 
other hand, write-offs in one state of the U.S.A. were reported to be as high 
as 11 per cent of loan balances in 1933 and about 5 per cent in 1938. Losses in 
the U.S.A. have generally been higher than in Canada. 


By Mr. Pallett: 
Q. What state was that?—-A. Iowa. 


By Mr. Michener: 
Q@. Have you the figures back to 1931-32 for the American districts?— 
A. Not readily. The figures I have stated for Iowa were given by their super- 
visor who testified before this committee in 1937 or 1938. 
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Item 12 of table 1 is intended to show the trend of expenses per small loan 
account per month. The average cost has been computed in the’ manner 
indicated mainly to facilitate comparison with the U.S.A. where the published 
figures are generally computed in this manner. 

If the hon. members will look at item 12; it is designated He yerase cost per 
outstanding account per month including income tax, net write-offs, net 
transfers to reserves for bad debts but excluding interest on borrowed money.” 

As might be expected, the average showed a tendency to decline during 
the war when costs were stable and volume was increasing; thereafter, the 
average increased steadily as the price level rose but the greatly increased 
~ yolume has done much to offset rising prices so that the average cost now, 
$2.19 per account per month, is only about 50 per cent more than the average 
during the war. However, this cost is inflated to some extent by current expan- 
sion costs and, furthermore, the average size of loan has increased greatly. The 
relationship between the average size of loan and average cost per account per 
month is approximately the same now as during the war. In the U.S.A., the 
average cost in many states is of the order of $4.00 per account, or nearly double 
that in Canada. | 


By the Chairman: 


Q. Is there some reason you know of for that?—-A. Higher salaries, higher 
rent and higher losses, are some of the reasons. 


By Mr. Michener: 


Q. Losses are included in the average cost per month?—A. Yes. 
Q@. And they are higher?—A. Yes. 


By Mr. Fleming: 

Q. And they still are?—-A. That is right. 

Q. Do you attribute that to any difference in the habits of the people as 
between Canada and the United States? Are we more cautious as a people and 
less disposed to go into debt?—A. I think that the lenders themselves may be in 
a better position to answer. that question because they are in closer contact 
with the people who borrow than we are. ; 

Mr. CresToHL: Let us take the statement for granted! Let us take it for 
granted, that the borrowers in Canada are perhaps of a better character! 


Mr. FLEMING: I was thinking about the habits and the Scottish instincts 
in the Canadian population! . 


By Mr. Michener: 


Q. Perhaps it is a compliment to the people who are lending money.— 
A. Canadian borrowers do not seem to say ‘‘n” to lenders as readily as they do in 
the United States. 


The CHAIRMAN: It is a very flattering conclusion but I do not think you can 
draw it. 


The WITNESS: Items 13 and 14 relate to earnings. Lenders operate in vary- 
ing degrees and frequently to a large extent on money that they themselves have 
borrowed. Information concerning the extent of borrowed money compared 
with lender’s own funds will be found in table 5. Interest paid on borrowed 
money is, of course, deductible from taxable income so that both the weight of 
income tax and profits vary according to the proportion of borrowed money in 
the total funds employed. The profit on a lender’s own dollar is obviously 
greater than on a borrowed dollar since interest must be paid on the latter, but 
so long as some profit can be made on a borrowed dollar the total profits will be 
increased by borrowing. Assume, for example, that a lender’s gross rate earned 
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is 8 per cent of loan balances or funds employed, measured before paying interest 
at 5 per cent on borrowed money and income tax at 50 per cent. On a lender’s 
own dollar, the profit after tax would be 4 per cent. 

The 8 per cent would be cut in two. It might therefore appear that since 
this rate is less than the rate payable on borrowed money, it would be uneco- 
nomic to borrow; that the gross rate earned is too low to permit operations to 
continue on a practicable basis. But such a conclusion would be incorrect since 
it is based on adjusting for income tax before interest on borrowed money 
whereas in practice interest on borrowed money is deducted from taxable in- 
come before income tax is calculated. Thus, on every dollar borrowed under 
the foregoing assumptions, 3 per cent would remain after paying interest and 
13 per cent after paying income tax. . 


The CHAIRMAN: That would be where the interest was 5 per cent. 


The WITNESS: That is correct. 

If for every dollar of a lender’s own funds one dollar can be borrowed, the 
total profit in relation to each of his own dollars would be 4 per cent plus\ 1:5 
per cent or 5:5 per cent; or, if three dollars can be borrowed, the total profit 
would be 4 per cent plus 4°5 per cent or 8-5 per cent. | 


By Mr. Michener: 


Q@. I do not follow the computation of the income tax on the lender’s 
dollar. The statement says “that a lender’s gross rate earned is 8 per cent of 
loan balances”.—A. After all expenses except two things; interest on borrowed 
money and income tax. 

Q. It is really not profit before taxes?—A. It is profit before paying 
interest on borrowed money and taxes. ' 

@. I am speaking of the lender’s own dollar.—A. Before income tax. 

Q. Is that what it is on, the lender’s dollar at 8 per cent?—A. That is 
hypothetical. 

@. Oh, I see.—A. The point I wish to make is that even if the return on 
the lender’s own dollar is less than the rate he must pay on a borrowed dollar, 
he may still carry on business profitably. 

@. These are just hypothetical figures. I was questioning if there was a 
gross net profit of 8 per cent before tax? 


The CHAIRMAN: I think the figures will be here to show us later on. 


By Mr. Fleming: 


Q. To complete it, when you arrive at a figure of 8-5 per cent, again that 
is before income tax.—A. No, that is after income tax. 

Q@. You say it is after income tax?—-A. Yes, 8-5 per cent is in relation 
to the borrower’s own dollar but where he also borrowed three other dollars. 

Q. That is an illustration of the advantage of high equity capitalization. 
—A. The advantage of borrowing. | 

Q. That is the advantage of borrowed capital rather than a high degree - 
of equity capital—A. My main point was the one I mentioned, that even 
though the net rate earned after income tax on a lender’s own dollar is less 
than the rate he must pay to borrow a dollar, he may still make a profit on 
borrowed dollars, and the more he can borrow, the more is his profit. 


By Mr. Michener: 
Q. This is well proven too by way of illustration.—A. It is hypothetical 
only. 
The CHAIRMAN: Since it is now one o’clock I suggest that we adjourn and 
reconvene on Tuesday next at 11 a.m, 
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